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SOME ASPECTS OF INTERGOVERNMENTAL 
TAX EXEMPTION* 


ROBERT H. TUCKER 
Washington and Lee University 


This paper deals primarily with the question of subjecting to 
income taxation the salaries of public officers and employees and 
the interest derived by private persons from federal, state and 
municipal bonds. Other phases of the exemption problem will 
be touched upon only in an incidental way. 

The subject of intergovernmental tax exemption, or the extent 
to which one governmental unit may burden the agencies and in- 
strumentalities of another through taxation, is not new. It has 
been before the courts from time to time for more than a century. 
It has been before Congress and the public periodically since the 
adoption of the federal income tax law of 1894. 

As applied specifically to the salaries of public employees and 
the interest on government obligations, the questions involved 
have been made the basis of extensive investigations and reports 
by committees of Congress, of the National Tax Association, and 
of numerous financial and civic organizations. The elimination 
of this particular type of exemption has been recommended by 
every President and every Secretary of the Treasury since 1919. 
The problems involved are brought out with particular force and 
clarity by President Roosevelt in a special message submitted to 
Congress on April 25, 1938, and repeated on January 19, 1939. 
President Roosevelt urged the passage of a short and simple statute 
making ‘‘private income from all governmental salaries hereafter 

* Presidential Address, Twelfth Annual Meeting, Southern Economic Association, Charles- 
ton, South Carolina, November 3, 1939. 

273 








274 ROBERT H. TUCKER 


earned and from all governmental securities hereafter issued sub- 
ject to the general income tax laws of the Nation and the several 
States.’"! 


I 


The doctrine of intergovernmental tax exemption is not based 
upon any specific provision of the federal Constitution. The 
Constitution, while placing definite limitations upon the taxing 
power of both federal and state governments, is silent on this sub- 
ject. The doctrine has been developed entirely through judicial 
reasoning and interpretation, as a necessary implication of our 
dual system of government and of the right of each governmental 
unit to operate without undue interference in its proper sphere. 

At the time of its origin in the early part of the 19th century the 
principle, while stated in terms too absolute, was simple, adequate 
and clear. But a simple principle may produce confused aad 
diverse results when it is continued unchanged into conditions 
which have become complex. With the widening of govern- 
mental functions, with the growing complexity of both central 
and local financial systems, and particularly with the increasing 
reliance of governments upon the income tax, serious problems 
have arisen whose solution cannot be much longer delayed. 

That a solution may not be distant, is indicated by the events of 
recent months. These events have settled for all practical pur- 
poses the question of taxing the income of public officers and em- 
ployees, and contributed substantially to the clarification of the 
broader issues involved. 

In an epoch-making decision, handed down on March 27, 1939, 
the United States Supreme Court swept aside the precedents of a 
century and opened the way for the application of income taxation 
to the salaries of all public officers and employees. In this de- 
cision? the court held that a non-discriminatory income tax laid 
by the state of New York upon the salary of a New York resident 
employed by the Federal Home Owners Loan Corporation did not 
impose an unconstitutional burden upon the federal government, 
where Congress had expressed no purpose to grant or withhold. 


1 Message to Congress, January 19, 1939. 
2 Graves v. O'Keefe, 59 Sup. Ct. 595 (1939). 
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Not only this, but the court went farther and overruled previous 
decisions of a similar type.* The result was to reverse directly or 
by implication a long line of decisions extending back to 1842.4 

Two months later, May 22, 1939, the court held that a non-dis- 
criminatory income tax laid upon the salary of a federal judge was 
not ‘‘a diminution of salary’’ within the prohibition of the Con- 
stitution, Art. III, sec. 1.5 “‘To subject them,’’ said the court, 
“to a general tax is merely to recognize that judges are also 
citizens and that their particular function in government does not 
generate immunity from sharing with their fellow-citizens the 
material burden of the government whose Constitution and laws 
they are charged with administering.”’ 

The court thus overruled its earlier decision in the case of 
Evans v. Gore,*® and intimated, in this case as in the case first cited, 
that the arguments upon which rested the original immunity 
decision in 1819 had been distorted by ‘‘sterile refinements un- 
related to affairs.”’ 

Already in the preceding year a change in the attitude and pro- 
nouncements of the court became clear. On May 23, 1938, the 
court held that a non-discriminatory tax on the salaries of the 
employees of the Port Authority of New York, not representing an 
“‘essential’’ governmental function, placed no unconstitutional 
burden upon the states concerned.? On the same day the court 
reversed the decisions of the lower courts and upheld the federal 
admissions tax on the receipts of football games and other ath- 
letic contests conducted by the institutions in the University Sys- 
tem of Georgia, although these contests were a part of the state’s 
program of public education; and indicated that immunity from 
federal taxation did not, by long-established principle, apply when 
the state ‘‘embarks in a business having the incidents of similar 
enterprises usually prosecuted for private gain.’’® 

It was perhaps the reductio ad absurdum contained in this case 


3 Specifically Rogers v. Graves, 299 U.S. 40x (1936) and Collector v. Day, 11 Wall. 113 (1870). 
4 Dobbins v. Commissioners of Erie County, 16 Pet. 435 (1842). 

5 0’ Malley v. Woodrough, 59 Sup. Ct. 838, 840 (1939). 

6 Evans v. Gore, 253 U.S. 245 (1920). 

1 Helvering v. Gerhardt, 304 U. S. 405 (1938). 

8 Allen v. Regents of the University System of Georgia, 304 U.S. 439, 452. (1938). 
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that laid the foundation for the present revolutionary change in 
the attitude of the court. Had the decision been different, then 
every high jumper who in a state-supported institution entered 
the arena of intercollegiate athletics would have been, legally 
and constitutionally, a public officer engaged in the performance 
of an essential governmental function, the financial proceeds of 
which were immune from federal taxation. 


Il 


These cases indicate, in a limited way, both the ground traversed 
and the extremes to which the immunity doctrine has been car- 
ried. In the meantime Congress enacted the Public Salary Act of 
1939, which became a law on April 12. This act subjects to fed- 
eral income taxation, after December 31, 1938, the compensation 
of the officers and employees of the states and their political divi- 
sions, and grants similar powers to the states with respect to the 
compensation of the officers and employees of the United States. 

Current proposals for the taxation of the interest from govern- 
ment bonds, however, present more difficulty. Exemption of this 
interest is deeply embedded both in judicial decisions and in con- 
stitutional and statute law. Aside from the private interests 
involved, taxation will probably cause a substantial increase in 
the cost of government borrowing, and affect in varying degrees 
the different political units concerned. Hence few subjects in 
recent times have called forth more controversy and emotion or 
stronger appeals to prejudice and individual self-interest. It is 
important therefore to keep the issue clear. 

At the present time the federal government may tax the income 
derived by private persons from its own securities. Some of these 
securities are partially taxable, some fully taxable and some 
wholly exempt. States and localities may, and a few of them do, 
tax the income derived from their own securities, as well as the 
securities of other states, owned by citizens within their jurisdic- 
tions.® But as the law now stands, state and local governments 
may not tax federal bonds or the income derived therefrom, nor 
may the federal government similarly burden state and municipal 


® Bonaparte v. Tax Court, 104 U.S., 592. (1881). 
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bonds, even when the income from these bonds is received by pri- 
vate persons.'° 

The present proposal applies only to the income received by pri- 
vate persons and corporations from future issues of government 
securities, federal, state and local. No retroactive tax is proposed, 
nor is it proposed to tax the interest on any issues now outstand- 
ing. Least of all is it proposed to subject these bonds to the 
general property tax or to tax the interest on bonds held by govern- 
mental units for sinking fund or other purposes, or in any way to 
widen the breach in the wall of constitutional immunity to the 
point where one governmental unit may tax the revenues of 
another or seriously interfere with its operations.'! The sole ques- 
tion is that of subjecting to income taxation the income from all 
future issues of federal, state and local bonds, which flows into the 
pockets of private persons and thus becomes a legitimate part of 
their gross income. 


Ii 


From a fiscal point of view, tax-exempt securities present a 
problem of increasing importance and difficulty. The amount of 
wealth and income covered by the cloak of immunity has grown 
in recent years to such proportions as to threaten both state and 
federal revenue systems. In 1913 the volume of outstanding tax- 
exempt securities amounted to approximately $5,500,000,000. 
By 1930 it had grown to $35,943,000,000. At the close of the 
fiscal year ending June 30, 1937, the estimated volume outstanding 
was $65,648,000,000. This huge sum, carrying interest charges 
amounting to $1,951,000,000 a year, was distributed by types of 
borrowers as follows: United States Government—$3 5,803 ,000,- 
ooo; federal agencies—$10,547,000,000; state and local govern- 
ments—$19,298,000,000. ! 

Of these bonds $15,126,000,000 were held by governments and 
their agencies in trust, sinking and investment funds, leaving 

10 Pollock v. Farmers Loan and Trust Co., 159 U.S. 429 (1895); Weston v. City Council of Charles- 
ton, 2 Pet. 449 (1829). 

11 See Lutz, The Fiscal and Economic Aspects of the Taxation of Public Securities, pp. 3, 4, 
"Te S. Treasury Department, Division of Research and Statistics, Securities Exempt from 
the Federal Income Tax, p. 11, 12. 
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$50,522,000,000 outstanding in the hands of the public. The 
interest on these private holdings amounted to $1,554,000,000 of 
which $880,000,000 was wholly tax-exempt and $674,000,000 
partially exempt.'* An estimated distribution of the securities 
in private hands assigns $17,700,000,000 to active banks, excluding 
mutual savings banks; $6,800,000,000 to insurance companies; 
$2,800,000,000 to other corporations; $3,200,000,000 to mutual 
savings banks and $1,000,000,000 to other tax-exempt institutions; 
and $19,000,000,000 to individuals." 

Upon the basis of the admittedly incomplete information con- 
tained in the income tax returns, it is estimated that persons with 
incomes of less than $5,000 held $6,637,000,000 of these securities 
and received $173,000,000 annually in tax-exempt interest, while 
persons with higher incomes held $12,363,000,000 and received 
$351,800,000 in such interest.15 These individual holdings were 
in large part in wholly tax-exempt securities. Partially exempt 
securities, that is, securities exempt from the normal tax but sub- 
ject to the surtaxes, are more valuable to corporations, since cor- 
porations are not subject to surtaxes. 

The proportion of these securities held by individuals with large 
incomes is not as great as one would expect. That these persons 
effect large savings in taxes, however, through the ownership of 
tax-exempt bonds is indicated by all the available evidence. The 
income tax returns show that the proportion of tax-exempt income 
rises as we pass from the lower to the upper brackets, and studies 
of inheritance tax returns, both state and federal, show the 
same trend with respect to large estates.'® 

In a special study of the cases of 25 persons reporting income in 
excess of $1,000,000 in 1937, made by the Research Division of the 
Treasury Department, it was found that these persons received 
neatly $7,000,000 in tax-exempt income and had one-third more 


18 Ibid., p. 16, 17. 

14 Treasury Department, Division of Research and Statistics, ‘Tax-Exempt Securities,” 
Hearings before the Committee on Ways and Means, House of Representatives, 76th Congress, 1st 
Session, p. 29. 

15 Ibid., p. 37. 

16 See Oakes, “‘The Liquidity of Large Estates in Massachusetts, 1932-1934,"’ Bulletin of 
the National Tax Association, June, 1938; also Hardy, Tax-Exempt Securities and the Surtax, p. 63. 
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net income after taxes than they would have had of this tax- 
exempt income had been subject to taxation.!” 

All these factors tend to sustain the belief that the elimination 
of the exemption will result in a substantial net gain, despite any 
increase in the rate of interest on government borrowing. As 
long as the demand from persons whose incomes are in the higher 
brackets is not sufficient to absorb the entire supply, the price is 
determined primarily by the marginal purchaser to whom the 
exemption is of smaller value. Reliable estimates indicate that 
with the elimination of the exemption, the increase in interest 
rates will probably range from } to } of 1 per cent and that the 
federal gain in revenues will range from $175,000,000 to $300,000,- 
ooo a year as compared with an increased cost of from $19,000,000 
to $54,000,000.18 Estimates of the gains in state revenues are 
impossible on account of the wide deviations in the structure of 
the state income taxes, as well as lack of information concerning 
the holdings of tax-exempt-securities. Estimated increased in- 
terest costs to state and local governments range from $40,000,000 
to $104,000,000. Increased interest-cost could easily be offset in 
the 34 states which make use of income taxes. 

The only governmental units not in a position to recoup the 
increased interest cost are the cities and the counties. It was 
probably the vigorous opposition of these political subdivisions 
which delayed action on the question of tax-exempt securities at 
the last session of Congress.!® The difficulties in this respect are, 
however, not insuperable. Grants-in-aid as now developed by 
both the states and the federal government could easily be made to 
cover any losses the localities might sustain. The present gain to 
these localities through lowered interest rates is created solely by 
the existence of the federal income tax. It is a subsidy, pure and 
simple, none the less so because the process is obscure. Moreover, 
the outstanding tax-exempt bonds would be replaced very gradu- 
ally over the period of the next 50 years. Indeed Treasury es- 
timates indicate that by 1950 replacements will probably amount 

17 Tax-Exempt Securities,’ Hearings before the Committee on Ways and Means, House of 
Representatives, 76th Congress, 1st Session, p. 5, 33- 


18 Thid., p. 6, 47. 
19 Ibid., p. 107 et seq. 
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to only $8,800,000,000 and the increased interest cost to $23,000,- 
ooo or 26¢ per capita or 3°y of 1 per cent of the 1938 state and local 
expenditures. By 1987, when replacements are complete, the 
amount involved would be approximately $69,000,0co—53¢ per 
capita or ¢ of 1 per cent of present state and local expenditures.” 

Naturally, outstanding debt obligations do not afford the most 
satisfactory basis for grants-in-aid, but to say that readjustments 
could not be made to protect the localities, where protection is 
necessary and desirable, would be a confession of legislative and 
administrative ineptitude which few would be willing to admit. 
Besides, the fact must not be overlooked that in a given govern- 
mental area federal tax revenues, state tax revenues and local tax 
revenues are derived largely from the same persons. 

From the fiscal point of view, therefore, it may be said that 
exemption benefits taxpayers with large incomes, local govern- 
ments with heavy bonded debts, and a few states. It results in 
loss to everyone else—to the federal government, to most states, 
and to the general public. But even if the elimination of the ex- 
emption resulted in increased net costs, it would be desirable for 
other reasons. 


IV 


The most serious effects of the exemption are economic and social 
effects. 

The existence of a large reservoir of tax-exempt securities dis- 
turbs the flow of investment funds into industry. When persons 
of means can secure a better net yield after taxes from government 
bonds than from corporation securities, it stands to reason that 
this will normally affect the flow of funds into channels of in- 
dustrial investment, and to that extent increase the cost of borrow- 
ing for industrial purposes. 

In other words, the exemption puts government bonds in a pre- 
ferred position and thereby restricts the market for other securi- 
ties. Not only this, but capital which would normally take the 
risks of business finds it more profitable to seek a practically risk- 
less investment in the form of government bonds. It must be 
admitted that there is no actual scarcity of capital at the present 


20 [bid., p. 7,9, 50. For a different view, see Lutz, op. cit., pp. 78-112. 











INTERGOVERNMENTAL TAX EXEMPTION 281 


time, in comparison with the demand for it, but these conditions 
will not, we hope, continue. With the enormous increase in the 
amount of government bonds, the danger for the future is distinct 
and real. 

It is a mistake to say that revenue losses are offset by the ad- 
vantages of lowered interest rates. This is only partly true. As 
the amount of outstanding securities increases, the premium on’ 
tax-exempt bonds decreases, while the value of the exemption to 
persons with incomes in the upper brackets is undiminished.*! 
Indeed the elimination of the exemption would no doubt justify a 
reduction in the present unproductively high surtax rates. 

More serious still is the effect of the exemption on the distribu- 
tion of the tax burden. The reasons for the elimination of tax- 
exempt securities should be placed squarely where they belong, 
namely, on justice and equity in taxation and on the practical 
difficulties arising from the combination of the progressive income 
tax with a constantly growing source of tax-exempt income. 
More and more the existence of this body of tax-exempts nullifies 
the progressive income tax rates and sets up a privileged group, 
while the burden falls on persons less able to pay. 

The exemption is thus a subsidy whose value varies with the 
income of the person who receives it. Time and again figures have 
been worked out to illustrate this inequity. For a married man 
with no dependents and an income of $5,000 it is estimated that a 
3 per cent tax-exempt security yields the same income after taxes 
as a 3.12 per cent taxable. The latter figure rises as high as 12.5 
per cent for persons with incomes of $1,000,000. Or, conversely, 
to the man with a net taxable income of approximately $2,500, 
one dollar of tax-exempt interest is worth $1.04 of taxable interest. 
With $50,000 of taxable income the value rises to $1.45; with 
$100,000 to $2.44; with $1,000,000 to $4.17.” 

The great loss therefore from the present exemption lies in the 
unequal distribution of the tax burden and the effects on the 
morale of taxpayers. Whatever may be said about the short- 
comings of the progressive income tax, it is the fairest single 

21 Seligman, Studies in Public Finance, p. 150, 152 


22 ‘*Tax-Exempt Securities,’ Hearings before the Committee on Ways and Means, House of 
Representatives, 76th Congress, 1st Session, pp. 4, 18, 19. 
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measure yet devised for taxation according to ability to pay. To 
be effective this tax must be applied to all alike. It is an unwhole- 
some situation when the taxpayer feels and knows that others are 
escaping the payment of their fair share. 

Tax-exempt securities thus constitute an increasing menace to 
the successful operation of the progressive income tax. On this 
point there is no doubt concerning the convictions of the persons 
who have been charged with the administration of the law. The 
elimination of this exemption has been urged continuously by the 
officers of the Treasury Department from 1919 to the present day. 

In his report for 1919, Secretary Carter Glass pointed out the 
evils of the exemption and proposed a statute requiring taxpayers 
to include tax-exempt interest in their gross income in the deter- 
mination of the rates applicable to their taxable income. Con- 
tinuing he said: ‘It is intolerable that taxpayers should be 
allowed, by purchasing tax-exempt securities, not only to obtain 
exemption with respect to the income derived therefrom, but to 
reduce the supertaxes upon their other income upon the assump- 
tion, contrary to fact, that they are not in possession of the income 
from State and municipal bonds.’’* 

Secretary Mellon conducted a vigorous campaign against the 
exemption in his annual reports and elsewhere. Writing in 1922 
to the Chairman of the House Committee on Ways and Means, he 
pointed out the ‘‘anomalous’’ and ‘‘almost grotesque’’ situation 
in which “‘taxpayers have only to buy tax-exempt securities to 
make the surtaxes ineffective.’’** 

Ogden L. Mills, later Secretary of the Treasury, wrote in 1923: 
“Of one thing I am perfectly sure: a progressive income tax at high 
rates and tax-exempt securities cannot exist side by side. Tax- 
exempt securities must inevitably destroy the progressive income 
mm.... 

More recently Under-Secretary Roswell Magill, speaking at the 
annual meeting of the National Tax Association in 1937, said: 
‘Progressive surtaxes cannot be made effective, so long as 


*8 Secretary of the Treasury, Annual Report, 1919, p. 34. 

*4 Quoted in Hearings before the Special Committee on Taxation of Governmental Securities and 
Salaries, United States Senate, 76th Congress, 1st Session, p. 4. 

°5 Mills, ‘“Tax-Exempt Securities,"’ Proceedings, National Tax Association, 1923, Pp. 335- 














INTERGOVERNMENTAL TAX EXEMPTION 283 


governments themselves provide an easy mode of escape from 
them.’’?6 


V 


The chief obstacles to the removal of the exemption are, of 
course, legal and constitutional. There is in American jurispru- 
dence perhaps no rule so completely judicial, and yet so firmly es- 
tablished as a principle of constitutional law, as the immunity 
rule. 

On this phase of the problem, two notable briefs have recently 
been prepared, one by the United States Department of Justice and 
the other by the Attorneys General of the States, leading to diam- 
etrically opposite conclusions. Both briefs are extreme, the one 
in overemphasizing the doctrine of federal supremacy,?? and the 
other in asserting that the proposed modification of the immunity 
rule would lead to federal centralization and demolish the entire 
structure of state and local government.?* To enter this labyrinth 
is not within the scope of this paper. Some knowledge of the 
major judicial tendencies is necessary, however, for a full under- 
standing of the present problem. 

The doctrine of intergovernmental tax immunity had its origin, 
as everyone knows, in the famous case of McCulloch v. Maryland, 
decided in 1819.2® The issue involved was the power of the state 
of Maryland to lay a tax on the note issues of the Maryland branch 
of the Bank of the United States. The tax was admittedly dis- 
criminatory, but in the decision, which was delivered by Chief 
Justice Marshall, the act was held invalid on grounds of the con- 
stitutional supremacy of federal laws. Inasmuch also as ‘‘the 
power to tax involves the power to destroy,’’ the court held that 
any exercise of this power whatever was constitutionally void. 

In the succeeding years the principle of federal immunity was 
enlarged and expanded, but it was not until 1870 that the converse 

26 Magill, ‘‘The Problem of Inter-governmental Tax Exemptions,"’ Proceedings, National 
Tax Association, 1937, Pp. 393- 


27 U. S. Department of Justice, The Taxation of Government Bondholders and Employees, p. 
9, Io. 

28 The Attorneys General of the States and their Counsel, The Constitutional Immunity of 
State and Municipal Securities, p. 389. 

29 McCulloch v. Maryland, 4. Wheat. 316. 
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situation arose and a federal tax was questioned because it applied 
to an instrumentality of a state. This case, Collector v. Day,*° 
involved the application of the federal income tax law of 1867 to 
the salary of a state probate judge. The court refused to sustain 
the tax, holding that the principle of tax immunity was reciprocal 
as between the federal government and the states. 

The Civil War income tax law expired by limitation in 1872, 
and the question of intergovernmental tax immunity did not come 
to the front again, in any conspicuous way, until it arose in con- 
nection with the interpretation of the federal income tax law of 
1894. This law followed the language of the earlier income tax 
laws in enumerating various sources of income and adding the 
phrase ‘‘and all other gains and profits from any source whatever.’ 
In deference to the decision in Collector v. Day, the compensation of 
state and local officers was specifically exempted. No mention 
was made of income from state and municipal bonds. 

The constitutionality of this act came before the court in the 
case of Pollock v. Farmers Loan and Trust Company.*: The Civil War 
income tax had been declared constitutional, as ‘‘within the cate- 
gory of an excise or duty,’’ rather than a direct tax.** Regarding 
the law of 1894, however, the court by a 5 to 4 decision, and then 
only after one of the justices had changed his mind between the 
first and second hearings, took a different point of view. It 
declared the act of 1894 unconstitutional*! on the ground that a 
tax on the income from real estate and personal property was 
equivalent to a tax on the source and, thus being a direct tax, could 
not be laid without apportionment among the states as required 
by the federal Constitution. On the question of taxing the income 
from state and municipal bonds, the court was unanimous in de- 
claring that this was equivalent to taxing ‘‘the power of the 
States and their instrumentalities to borrow money,’’ and hence 
repugnant to the Constitution.** 

In the light of subsequent events, the decision in the Pollock 
case was unfortunate in several respects. It made necessary a 20- 


3° Collector v. Day, 11 Wall. 113. 

31 Pollock v. Farmers Loan & Trust Co., 157 U.S. 429, 158 U. S. 601, 630, 637 (1895). 
32 Springer v. United States, 102 U. S. 586 (1880). 

33 Based on Weston v. City Council of Charleston, 2 Pet. 449 (1829). 
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year struggle to secure the income tax amendment to the federal 
Constitution. It established the principle that a tax on income 
was equivalent to a tax on the source, which has continued to color 
the opinions of the court to this day. It also confirmed the doc- 
trine of absolute immunity, and thus paved the way for a long line 
of decisions with their laborious attempts to distinguish and rec- 
oncile. 

In upholding a federal license tax on the South Carolina dis- 
pensaries in 1905, the court modified the absolute immunity doc- 
trine and set up the somewhat shadowy and uncertain distinction 
between the “‘essential’’ and the “‘proprietary’’ functions of the 
state.** A few years later the court was able, by the turn of a 
phrase, to uphold a federal tax amounting in effect to a tax on 
corporate income, even though the income included interest on 
tax-exempt bonds. The law was drawn as a special excise tax to 
be laid on the privilege of doing business in corporate form and 
measured by income from all sources.*® The principle has been 
subsequently applied to similar excise taxes levied by states.** 

In deference to the Pollock decision the interest on state and 
municipal bonds was expressly exempted in the federal income tax 
law of 1913. The exemption has been continued in all sub- 
sequent acts. The exemption of public salaries was removed for 
the most part in the law of 1918, but as applied to employees 
of state and local governments, it was continued by adminis- 
trative ruling until the adoption of the Public Salary Act of 
1939. 

The operation of the income tax of 1913 was obscured by the 
events of the World War. Since 1920, however, and particularly 
in the past ten years, the court has been confronted with an in- 
creasing array of far-fetched claims to immunity, usually based 
upon some contractual relationship, however remote, with the 
government. Asa result the immunity doctrine was further modi- 
fied and other criteria devised: whether the tax was discriminatory 
or resulted in undue interference or whether the burden was direct 


3 South Carolina v. United States, 199 U. S. 437 (1905). 

35 Flint v. Stone-Tracy Co., 220 U. S. 107 (1911). 

3° Educational Films Corporation v. Ward, 282 U. S. 379 (1931); Pacific Co., v. Johnson, 285 
U. S. 480 (1932). 
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and substantial or such as to threaten the dual system.*7 Em- 
phasis was also placed upon narrow construction of the rule and 
the obligation of the citizen to contribute to the support of his 
government. 

As the need for qualifications developed, so the confusion and 
uncertainty grew until the doctrine of protection of the fiscal 
powers was transmuted largely into the protection of private 
persons. A few illustrations will suffice. 

Claims of immunity were made by masters-in-chancery, referees 
and special guardians, although their fees were paid from private 
funds; by railroads, on the ground that they had received loans 
from the government and were performing a public service; by 
special counsel and others employed by state officers on compensa- 
tion for services rendered in the liquidation of state banks and 
insurance companies; by an electric power company for the in- 
genious reason that it operated under a license granted by the 
Federal Power Commission.” 

These claims were promptly denied. Other claims, however, 
were not so simple. Immunity was granted for many years to 
government contractors but finally denied not only as to income 
taxes but also state excise and gross receipts taxes, even when it 
was admitted that these taxes were transferred in part to the con- 
tracting government.‘! Similarly lessees of public lands were 
originally granted immunity which was later denied.‘? Only 
in recent decisions has the idea been abandoned that a tax upon 
income is equivalent to a tax upon its source. 

Naturally the various decisions were not always consistent. 
For example, the compensation of an employee of a state-controlled 


37 Metcalf & Eddy v. Mitchell, 269 U. S. 514 (1926); Wilcutts v. Bunn, 282. U. S. 216 (1931); 
James v. Dravo Contracting Co. 302 U. S. 134 (1937); Helvering v. Therrell 303 U.S. 218, (1938). 

38 Helvering v. Gerhardt, 304 U. S. 405 (1938). 

3° ““Taxation of Governmental Securities and Salaries,’’ Hearings before the Special Senate 
Committee, 76th Congress, 1st Session, p. 78. 

40 Saxe v. Shea, 98F(2nd)83; Raélroad Company v. Peniston, 18 Wall. 5; Helvering v. Therrell, 
supra; Susquehanna Power Co. v. State Tax Commission of Maryland, 283 U.S. 291. 

4 Telegraph Company v. Texas, 105 U. S. 460 (1881); Metcalf and Eddy v. Mitchell, supra; 
Mason & Co. v. Tax Commission, 302 U. S. 186 (1937); James v. Dravo Contracting Company, 
supra. 

4 Gillespie v. Oklahoma, 257 U. S. 501 (1922); Helvering v. Mountain Producers Corporation, 
303 U. S. 376 (1938). 
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street railway system was held taxable and that of an employee of 
a municipally owned street railway system, exempt.‘* The com- 
pensation of the director of a port in Texas was held taxable, 
while that of the chairman of a port district commission in New 
York was held exempt.‘*4 The Board of Tax Appeals and the 
Circuit Court of Appeals of the Second District held the compensa- 
tion of the chief engineer of the New York City water works 
system taxable; the Supreme Court declared it exempt.*® In 
sustaining the federal admissions tax on receipts from athletic 
contests conducted by the University System of Georgia, the 
Supreme Court reversed the decisions of the two lower courts.*® 

More and more it became impossible to apply the law with 
precision. This fact was undoubtedly given weight by the court 
when, in the cases cited at the opening of this discussion, it de- 
cided to abandon precedent for a more logical and consistent policy. 
In the meantime the immunity doctrine has been narrowed step 
by step until the only important exemption from income taxation 
now gtanted to private persons under this rule is that covering 
the interest on government bonds. That this immunity hangs by 
a slender thread, so far as the court is concerned, there is no longer 
reason to doubt. 

In the Gerhardt case the court said: ‘‘When immunity is claimed 
for a private individual it must clearly appear that the burden 
upon the state function is actual and substantial and not con- 
jectural.”’ 

In the O'Keefe case: ‘“The theory that once won a qualified 
approval that a tax on income is logically and economically a 
tax on its source, is no longer tenable.’’ Again in the same case 
it was pointed out that the purpose of immunity is not to confer 
benefits upon private persons “‘by relieving them of contributing 
their share of the financial support of the government whose 
benefits they enjoy.” 

But the extent to which the court has gone in revising its former 

43 Helvering v. Powers, 293 U. S. 214; Frey v. Woodworth, 2F(2nd)725, dismissed 270 U. S. 
669. 

“a 27 BTA 526; 29 BTA 1113. 

45 Brush v. Commissioner, 300 U. S. 352. 


46 For further examples, see Hatton, ‘‘Reciprocal Immunity of Federal and State Instru- 
mentalities,’’ Tax Relations Among Governmental Units, pp. 37-41. 








288 ROBERT H. TUCKER 


attitude and opinions is perhaps more clearly shown in some of the 
dissenting opinions in recent cases.*7 In the Gerhardt case a 
dissenting justice said of the majority opinion: ‘‘Expressly or 
sub silentio it overrules a century of precedents.’’ In the O'Keefe 
case two dissenting justices declared: ‘‘Safely it may be said that 
presently marked for destruction is the doctrine of reciprocal 
immunity that by recent opinions here has been so much im- 
paired."’ Finally in the Woodrough case one of the justices filed 
a long dissenting opinion ‘‘to indicate,"’ he said, ‘‘the grounds of 
opposition and to evidence regret that another landmark has been 
removed.”” 


VI 


After 20 years the problem of tax-exempt interest on government 
bonds remains unsolved. In the meantime this exemption con- 
tinues to work grave injustice and more and more to endanger the 
operation of the progressive income tax. The problem is thus 
direct, immediate, and pressing for solution. 

The answer is not to be found, as some have suggested,‘** in a 
new and broader interpretation of the Sixteenth Amendment. 
This amendment provides, to be sure, that ‘‘the Congress shall 
have power to lay and collect taxes on incomes, from whatsoever 
source derived, without apportionment among the several States 
and without regard to any census or enumeration.’’ Taken liter- 
ally, the phrase ‘‘from whatsoever source derived’’ would seem to 
authorize the taxation of income from all sources, including the 
interest on government bonds. Ina nationwide debate, however, 
at the time the amendment was adopted, such a construction was 
expressly denied by the sponsors of the amendment in Congress 
and elsewhere. It was shown that the phrase in question was 
added only by way of elaboration as the amending resolution 
developed in the Senate Committee on Finance. At any rate, 
both the Congress which adopted the resolution and the courts 
in their subsequent interpretation have clearly held that the amend- 


‘7 “Tax Exempt Securities,’’ Hearings before the Committee on Ways and Means, House of 
Representatives, 76th Congress, 1st Session, p. 69. 

48 See particularly, Corwin, ‘‘Constitutional Tax Exemption,”’ 13 Nat. Munic. Rev., 51, 67; 
also Department of Justice, Taxation of Government Bondholders and Employees, p. 91 et seq. 
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ment did not extend the taxing power to any new subjects, but was 
intended solely to remove the need for apportionment as required 
under the decision in the Pollock case.4® Such an interpretation 
would also overlook the importance of preserving the reciprocal 
principle for the governmental units concerned. It would confer 
unlimited power upon the federal government while affording no 
protection to the states. 

Nor is the answer to be fouad in a constitutional amendment, 
however desirable this procedure may be under normal conditions. 
This procedure is slow and cumbersome at best. With respect to 
tax-exempt bonds, the problems are highly technical, while the 
interests involved are large. It would be easy to becloud the 
issue and to bring individual and sectional self-interest into play. 
Moreover, the taxation of bond interest is only one phase of the 
problem of intergovernmental tax exemption. It would be diffi- 
cult, if not impossible, to draw an amendment which would cover 
all the issues involved, while it would be highly impracticable to 
attempt to adopt a constitutional amendment with each new phase 
that might arise. The immunity doctrine is purely a court- 
made doctrine, and there is no sound reason why the needed modi- 
fications should not be made, as they are now being made, by the 
same court. 

For all these reasons the logical solution seems to lie in a simple 
act of Congress repealing the exemption as contained in the present 
federal income tax law and permitting the federal and state govern- 
ments to tax the interest on all future issues of public securities 
held by private persons within their jurisdictions. Recent de- 
cisions of the Supreme Court justify the belief that such legislation 
would not be invalidated on constitutional grounds. 

To say that this procedure would endanger local self-govern- 
ment is but to camouflage the issue by voicing a groundless fear. 
The powers would be reciprocal, and safeguards and political 
restraints would be no less numerous and no less effective than 
they would be under a constitutional amendment, which would 
still be subject to interpretation by the courts. 

These safeguards were pointed out by Chief Justice Marshall 


49 Brushaber v. Union Pacific R. R. Co., 240 U. S. 1 (1916); Peck & Co. v. Lowe, 247 U. S. 165 
(1918); Evans v. Gore, 253 U. S. 245 (1920). 
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when, in another connection, he said:5° *“The people of all the 
States have created the General Government and conferred upon 
it the general power of taxation. The people of all the States, 
and the States themselves, are represented in Congress and by 
their representatives exercise this power.”’ 

The same idea was expressed in modern form by Governor 
William Kitchin of North Carolina, when in dismissing the fear 
that Congress might exceed its powers under the Sixteenth Amend- 
ment, he said:5! ‘““The Senators and Representatives in Congress 
reside in the States, ave their primary interests in the States, and 
the most controlling perpose which inspires them is to serve their 
respective States and the people.’’®! 

The safeguards are also emphasized with special force in a con- 
trast drawn by Justice Holmes in his dissenting opinion in the 
Panhandle Oil Co. case:5? 

‘In those days it was not recognized, as it is today, that most of 
the distinctions of law are distinctions of degree. If the states 
had any power it was assumed that they had all power and the 
necessary alternative was to deny it altogether. But this Court, 
which has so often defeated attempts to tax in certain ways, can 
defeat any attempt to discriminate or go too far without abolishing 
the power to tax. The power to tax is not the power to destroy 
while this Court sits. The power to fix rates is the power to 
destroy if unlimited, but this Court while it endeavors to prevent 
confiscation does not prevent the fixing of rates.”’ 

The fact should not be overlooked that under our system of 
government there must be in every territorial area three general 
governmental authorities, each exercising the taxing power. 
These governments must co-exist and be supported by persons 
who are citizens of all three. These units are not, or ought not 
to be, hostile or antagonistic, one toward another, struggling for 
advantage within their respective spheres. They are constituent 
parts of the same body politic formed for the protection and wel- 
fare of the citizens and cooperating toward the attainment of their 
common ends. 

50 McCulloch v. Maryland, supra, 438. 

51 **Message to the Legislature of North Carolina,” January 5, 1911. Quoted in Depart- 


ment of Justice, The Taxation of Government Bondholders ( Employees, p. 182. 
52 Panhandle Oil Co. v. Knox, 277 U. S. 218, 223 (1928). 
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NATIONAL AND REGIONAL MEASURES OF INCOME 
SIMON KUZNETS 


National Bureau of Economic Research and University of Pennsylvania 


I 


Estimates of national income measure the net product of all 
economic activities of the members of a nation. They are thus 
an attempt to assay, in quantitative terms, the net contribution 
of the country’s economic system to the satisfaction of present and 
future needs of the nation’s members. 

These measures are of obvious value and interest to those who 
concern themselves with the problems of the state; to economists 
interested in the functioning of the economic system over short or 
long periods; and to all students of social problems who view the 
activities of men in earning and spending income as important in 
determining social structure and social change. Statesmen and 
politicians use national income estimates for purposes of glorifica- 
tion or condemnation; as a frame of reference for gauging the 
feasibility and probable consequences of various measures of eco- 
nomic policy, such as taxation, tariffs, regulation of wages and 
profits, armed conflict, etc. Empirically minded economists 
consult the estimates as indexes of the accomplishment of the 
functioning economic system, and as materials from which the 
effect of various factors on the wealth of nations can be inferred. 
Students of other social problems use them to illuminate those 
aspects of social organization in which economic activity appears 
to be important, often with emphasis on social maladjustments 
to which some peculiarities of the existing economy give rise. 

This variety of uses accounts for two general characteristics 
of the history of national income measurement. The direct 
reference of the measures to state units and their obvious utility 
in a consideration of public policy explains their early appearance, 
dating back to the time in modern history when national states 
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were being formed and the consciousness of national unity was 
being fostered by interested and vociferous groups. There is 
mention of an extensive survey in England in the reign of Henry 
VIII (1509-1547) that included income among other items of 
information, a survey from which only a single figure of national 
income survives. The first published estimate for the same coun- 
try was by Sir William Petty, the father of Political Arithmetic, 
and refers to the end of the 17th century. Since then the continued 
survival and intensification of organization into national states 
has been responsible for frequent attempts to estimate national 
income for various countries, attempts made in spite of obvious 
difficulties created by lack of comprehensive data and in spite of 
the wide margin of error in the product of the estimator’s labors. 

The direct relevance of national income measures to the problems 
with which economists are concerned, the fact that they are in a 
sense the quantitative counterpart of the theoretical concept of 
an economic system, accounts for another characteristic of the 
historical development of national income measures. Changes in 
the scope of the measures and in the component parts segregated 
reflect the changing viewpoint of economists as to what consti- 
tutes economic and productive activities; their growing sophistica- 
tion with reference to a distinction between gross and net product; 
their growing awareness of possible differences in the definition of 
spatial boundaries of the economic system of a given state; their 
improving perception of the effects of the monetary unit upon the 
market value of economic goods; and their changing notions 
as to the relative importance of various economic processes. 
Thus the successive and changing views of economists on economic 
productivity, costs of production, value of money, and significance 
of different processes have found reflection in the measures of 
national income. The reflection was often unconscious on the 
part of the estimators; and was frequently conditioned by the 
availability of data—but it can be discerned nevertheless. The 
omission in the income estimates in the early 19th century of the 
value of services not embodied in commodities, or the value of 
governmental activities, was in large part a reflection of the pre- 
vailing economic doctrine that accepted as productive only ac- 
tivities resulting in material goods., This influence is especially 
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clear during recent decades when controversies in the field of 
income measurement have been a direct reflection of controversies 
in the field of theoretical economics. 

Perhaps it is my bias as an economist or my ignorance of the 
past that prevents me from discerning clearly influences on national 
income measurement of students of social problems other than 
economists. If there was such lack of influence it appears reason- 
able to attribute it to the slow development of that part of the 
field in which the purely economic factors impinged directly upon 
and were in turn directly affected by social phenomena that fall 
outside the province of economics proper. Subsequent discussion 
will indicate the phases of income measurement with reference to 
which this statement is true. It is sufficient to say here that these 
phases are now only in the early stages of development; and that, 
as far as one can foresee the immediate future, the most striking 
progress is likely to be made exactly in these parts of the field. 
If this forecast is valid, we shall enter a period of development in 
which the interest of social students, other than economists, will 
influence the measurement of national income and of its various 
components; and cast its imprint upon the ways in which the scope 
of the measures will be defined and the various totals apportioned. 

In any national state that is sufficiently large and diversified, 
the same interests that stimulate and justify the preparation of 
national income estimates should exercise a similar influence on 
measurement of income by its origin and disposition in the various 
parts of the country. We need not here go into a long discussion 
of the concept of a region and of its possible usefulness in social 
analysis, except to point out that by regional measures of income 
we mean estimates referring to income by spatio-administrative 
units smaller than those of a national state. Ifa given country 
contains effective administrative units of a jurisdiction more local 
than that of the national government, measures of income by such 
units will be of value and interest to those concerned with policy 
problems. -If a given country comprises regions that differ sub- 

1 Strictly speaking, units larger than a national state should also be included. But our 


primary interest here is not in this type of region; and it will simplify the discussion if we 
exclude them from consideration. 
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stantially in industrial composition and in the character of eco- 
nomic activities, it will be of interest and value to the economist to 
have regional income estimates that provide data upon the effects 
of significantly different combinations of factors whose influence 
he is supposed to study. If the various regions of the country 
vary considerably in the interrelations of income-producing and 
other social activities, because of differences in the relation of 
natural resources to population, in administrative structure, in 
racial composition of population, in antecedent development and 
so on, then it is of importance to all social students to have at 
hand, among other data, information by regions on the origin and 
distribution of income. 

The discussion that follows will take for granted this general 
utility of regional measures of income. It will concentrate at- 
tention on the interrelation of national and regional measures, 
especially on the ways in which regional measures can make a 
contribution to the usefulness of national measures for economic 
and social analysis and for more intelligent economic policy. 
The discussion can be outlined as follows. First, we shall review 
the various groups of problems that are encountered in defining 
the scope of national income measures. Next, we shall note the 
various stages of economic circulation at which national income 
can be gauged, and the several apportionments that appear signifi- 
cant for the national totals. In discussing both of these aspects 
of income measurement, their bearing upon regional measures 
will be indicated and the potential value of regional measures 
stressed. Then, the discussion, up to this point without specific 
reference to the current state of the field of national income meas- 
urement in this country, will be pointed up to show why, in the 
present state of the field, regional measures are of particular im- 
portance and promise. 


Il 


The very definition of national income, if scrutinized, suggests 
the problems that are likely to arise in delimiting the scope and 
defining the substance of the measures. We referred to national 
income as the net product of the economic activities of the na- 
tion’s members. In applying this definition, questions im- 








— 

















NATIONAL AND REGIONAL MEASURES OF INCOME 295 


mediately arise (a) as to what activities should be considered 
economic and whether all economic activities yield a positive 
product; (b) how to distinguish net product from gross; (c) how 
to add the various products that have a different material embodi- 
ment; and (d) how to distinguish between the members of a 
nation and outsiders. 

(a) The distinction between economic and non-economic ac- 
tivities has always worried the realistic-minded economists: 
only an adequate distinction sets boundaries to the range of prob- 
lems that economic analysis has to consider and can be expected 
to lend sufficient homogeneity to the field to make it susceptible 
of treatment with simplicity and consistency. But difficulties 
in the way of drawing the distinction are formidable. Economic 
activities are, of course, part of life in general; and there is a 
gradual shading from activities in which there is a preponderance 
of economic characteristics to those that can hardly be classified 
as economic. Another source of difficulty is that the distinction 
between economic and non-economic is historically conditioned 
and may shift perceptibly even within the same historical epoch 
of economic life. 

The aspect of these questions that is of most importance in 
measuring national income is the classification of activities that 
do not produce directly for the market. The whole range of 
services rendered by members or possessions of the family within 
the family economy comes into question. Similar doubt is cast 
upon activities, the market for which is distinctly different from 
the free market of a competitive system, e.g. those of public 
agencies. For practical purposes a consistent decision can be made 
and held to, but this in no way solves the difficulties. If one in- 
cludes all activities within the family and public economies, 
there is the danger of including under national income products 
that can hardly be treated as economic goods and cannot be 
properly evaluated because there is no market price for them. If 
one excludes any or all of such activities, the resulting measure 
may be too narrow and subject to obvious bias in both inter- 
national and intertemporal comparisons. Thus to exclude the 
activities within the family economy means to impart an upward 
bias to national income measures over periods when the market 
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economy expands to take over functions formerly performed within 
the family; and to impart a similar bias in favor of industrialized, 
(i.e. marketized) nations. 

Furthermore, since the purpose of national income measurement 
is to assay the positive contribution of the economic system, the 
delimitation of economic activity must be supplemented by some 
definition of productivity. There are marketable activities that 
yield income to their individual practitioners, but do not result 
in any additions to the stock of goods at the disposal of the nation. 
It thus becomes necessary to segregate productive and unproductive 
activities—a matter of considerable controversy even now. This 
problem cannot be adequately discussed here. But it should be 
pointed out that any and all income estimates, no matter how all- 
inclusive they may appear to be, exclude some income-earning ac- 
tivities as definitely unproductive; and that the necessity for classi- 
fying some activities as fully productive and others as totally 
unproductive is a crude device. We should, for each and every 
activity, strike a balance of net returns and dissatisfactions from 
the point of view of the body social. Such a calculus of social 
satisfaction and dissatisfaction is not feasible; and the alternative 
adopted is to declare some activities (such as drug peddling, prosti- 
tution, thieving, gambling, etc.) totally unproductive, and others, 
such as manufacturing, mining, and even advertising productive. 

(b) The problems raised by the necessity of distinguishing be- 
tween gross and net income concern, on the one hand, principles 
to be followed in gauging the consumption, in the process of pro- 
duction, of durable capital and of non-reproducible natural 
resources; on the other, ways of distinguishing between indi- 
viduals’ outlays that should be treated as business expense and 
hence deducted in arriving at net income, and outlays that repre- 
sent ultimate consumption. 

Whether or not the estimator realizes it (and many do not realize 
it), any procedure adopted in measuring net income contains an 
implicit answer to a number of basic questions. Thus, the de- 
duction of depreciation and depletion charges involves a definite 
stand on (1) whether exhaustion of natural resources by an in- 
dustry should be allowed as a cost and thus the industry assured 
the possibility of securing the monetary equivalent of what is 
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essentially non-replaceable and non-reproducible; (2) on whether 
an industry should be allowed to replace its monetary outlay on 
capital, or its productive capacity in terms of commodity units; 
(3) on whether declines or rises in values of fixed assets due to 
changes in market prices should be considered as part of capital 
consumption or accretion. The treatment of income receipts by 
individuals involves answers to the question whether individuals’ 
outlays on education or transportation are business expenses or 
part of living in general; whether receipts from employment in 
the form of transportation and other travelling expenses are net 
income; and a variety of similar questions, whose solution fre- 
quently involves the same principles that are used in distinguishing 
between economic and non-economic activities. 

(c) No less far reaching are the problems that arise when the 
various products whose net values are to be added to obtain the 
national income total are reduced to a common denominator so 
that addition, comparison, and totalling are possible. We all 
know that the market price provides this common basis of measure- 
ment; and that in the modern economy the market price is the only 
mechanism by which the economic significance of various products 
can be gauged. But the basic purpose of national income measures 
is to evaluate the positive contents of the net contribution of 
economic activities, as such positive contents may be viewed 
from the broad and catholic standpoint of the body social. Con- 
sequently, they should not be simple mechanical totals of market 
values, or measures of the superficial magnitude of market trans- 
actions; and should utilize market prices only in as far as the latter 
provide a feasible approximation to a measure of the positive con- 
tents of the net product, from the viewpoint of the multitude of 
individuals and families that comprise the body social. 

Considered in this light, market prices are but the crudest ap- 
proximation to the desired basis of comparison and addition. 
For a number of products and activities no exact counterpart can 
actually be found on the market. For a considerably larger group 
of goods the market is distorted by the exercise of extra-economic 
powers; by the absence of free competition; by vast differences in 
the economic alertness of the two parties in the buying-selling 
relationship; by differences in the buying power of various groups 
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of consumers, unrelated to differences in their needs; and by a 
number of other circumstances that prevent the market from being 
an accurate gauge of the value of various products, when weighted 
in terms of real satisfaction or sacrifice to the larger number of 
members of the nation. 

Were the distortions produced by market valuation relatively 
constant over time or space, the problems involved would be 
easier of solution. But the deviations of market prices from the 
desired norm of social valuation vary over time and as among 
differently constituted economic systems; and in intertemporal 
comparisons there is the further difficulty that changes in prices 
result from changes in the relative supply of money. Hence, 
one of the first steps in making national income estimates useful 
is to adjust them for changes in price levels over time, and for 
differences in price levels over space. The literature on index 
numbers and a great deal of the general literature on money and 
credit is replete with discussion of problems and difficulties en- 
countered in such attempts. These difficulties are all the more 
conspicuous for national income measures because of their com- 
prehensive range and of the consequently greater acuteness of the 
issues raised by changes or differences in the qualitative composi- 
tion of the goods-basket used in measuring price levels. 

(d) Finally, we may mention the problems arising in setting 
spatial limits to the economic activities of a nation. In defining 
‘members of the nation’’ there is a choice between the principle 
of residence within the territorial boundaries of a state and the 
principle of citizenship or similar forms of political allegiance. 
Furthermore, national income includes returns not only from 
services by individuals them: ‘ves but also by their property. 
For property incomes there is again a choice between including 
only the returns from properties located within the state’s bound- 
aries, whether or not belonging to citizens or residents, or from 
all properties belonging to citizens and residents. In a compara- 
tively self-sustained country like the United States such questions 
may not loom large; but they are crucial to countries that depend 
a great deal upon international trade and the rules of international 
intercourse. The choice between the location and the property- 
of-inhabitants principles is largely contingent upon the purpose 
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of the analysis, or more precisely, upon the assumptions that can 
reasonably be made concerning the area over which the economic 
power of the nation-state extends. In conditions of international 
relations such as have existed during recent years, it may not seem 
useful to include income from properties located abroad, even 
though legally belonging to the inhabitants of the given country. 

(e) The brief review just presented of various problems en- 
countered in delimiting the scope and defining the substance of 
national income measures suggests that measurement of income 
by regions will encounter similar problems. In ascertaining the 
net value product for a given region, a distinction must be drawn 
between economic and non-economic activities; and a choice made 
of activities that should be excluded as patently unproductive. 
Problems in establishing costs of production must be solved if a 
transition from gross to net income is to be possible. An attempt 
must be made to adjust for the vagaries of market prices as a 
measure of social value, if the regional income measures are to be 
useful as indexes of real returns. And, finally, the choice between 
applying the location and the property principles must again be 
made in establishing origin and distribution of income within 
the region. 

It is also obvious that students who turn their attention to 
regional measures of income may well profit from the discussion 
of controversial questions of scope and basis of measurement that 
has taken place in the national income field. But what is more 
important in the present connection is that several of the problems 
mentioned appear to be more acute for regional measures of income 
than for national income estimates; and that consequently, more 
intensive work in regional income measurement is likely to con- 
tribute to a better understanding and treatment of these problems, 
if not to their final solution. 

This last statement, a tentative conjecture on my part, should be 
substantiated. In measuring national income for a single country, 
considerable emphasis is laid on constructing a broad picture of 
changes over time. While such a picture is affected by definition 
of scope, the basis of valuation, and the distinction drawn be- 
tween gross and net income, it is rarely possible in treating con- 
troversial questions to do much more than accept answers dictated 
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by the available data. Such overall data for the country usually 
reflect widely prevalent notions as to what are economic and pro- 
ductive activities, costs of production, and generally dominant 
price levels. And it is commonly assumed, perhaps with some 
justification, that the resulting qualifications in the broad picture 
of the national economy are not sufficiently serious to distort the 
changes over time that are revealed; and that, at any rate, while 
the absolute figures may not be quite meaningful, the indexes of 
movement over time are of significance. 

But in measuring income for a region within a country, the first 
point of emphasis is the comparison of levels in this region with 
those in other regions or in the country as a whole—a reflection 
of the natural tendency to treat a region as part of a bigger whole. 
Compromises that may be acceptable in national income measure- 
ment are likely to be fatal for such comparisons. Thus, regions 
differ among themselves in the extent of urbanization and hence 
in the relative importance of the family economy as part of the 
whole economy. Consequently, it would be dangerous to omit 
from regional measurement such large parts of the family economy 
Chousewives’ services, services of other members of the family, 
imputed rental of owned homes, etc.) as are omitted from most 
national income estimates. Similarly, there are significant differ- 
ences among regions with respect to utilization of durable and of 
non-reproducible resources, as well as in the extent to which the 
income-getting activity of individuals imposes upon them outlays 
that they would not otherwise incur. Hence, the usual practice, 
in national income measurement, of accepting business practices 
with reference to capital accounting and neglecting almost com- 
pletely the effect of gainful occupation on the outlays of those 
engaged in them, has considerable drawbacks in regional measure- 
ment of income, and should be carefully scrutinized before being 
applied to interregional comparisons. Finally, it is obvious that 
regional income measurement demands a more critical and detailed 
attention to the problems of market price valuation and spatial 
price differentials. The very use of indexes relating to prices of a 
given region in juxtaposition with the prices for the country as a 
whole or for other regions, would draw attention to spatial price 
differences for one and the same commodity or service and em- 
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phasize the disturbing effect of the price system on income measure- 
ment. 

By facing these problems in preparing regional income measures, 
a more thoroughgoing analysis and treatment might be possible 
of the problems involved in delimiting the scope and defining the 
substance of national income measurement. Such a result would 
be likely even if the regional measures were intended for study of 
differential trends over time, rather than for the analysis of the 
absolute differences over space. So long as regions are treated as 
parts of a whole, and so long as the attention is, therefore, con- 
centrated on the comparison among the various regions, the 
problems that we have discussed are bound to be probed more 
deeply than they have been in the national income literature so far. 

Further, an important factor in a better treatment of such issues 
is the use of data that make it possible to gauge the broad quanti- 
tative limits of alternative positions. In this respect work on 
regional measures of income is likely to yield additional informa- 
tion not ordinarily available to the compiler of national income 
estimates. An investigator, familiar with the region and having 
access to local data, can reasonably be expected to mobilize em- 
pirical evidence on the importance of the family economy, differ- 
ential price behavior, and patterns of cost of living with respect 
to the influence on them of the economic pursuits of the con- 
sumer. Such evidence is not easily accessible to the national 
income student; and he tends to place little emphasis upon it 
when it is not available for the national area as a whole. In 
short, a more restricted area of observation and a more direct 
contact of the regional student with reality should result in an 
additional contribution to the analysis of scope and basis of income 
measurement. 

In concluding this section, it may be noted that a similar result 
should have been expected from the preparation of national income 
measures for a number of countries; that attempts at international 
comparison should have contributed to the analysis of the problems 
results similar to those we now expect from interregional com- 
parisons within a single country. And so they do: some of the 
international comparisons in the past did illuminate aspects of the 
problems under discussion. But the results have been limited, 








302 SIMON KUZNETS 


partly because the estimators in various countries failed to provide 
the information needed for a thorough analysis; partly because 
international differences are more complex and hence more baffling 
than intranational, interregional differences; and partly and per- 
haps most important, because international comparisons backed 
by effective analysis assume a command over data that would be 
difficult to find in any one research worker, single or collective. 
In this respect regional income measurement is a more manageable 
research task; and for purely practical reasons appears to offer a 
greater promise than the study of national income estimates for 
various countries. Of course, both types of analysis should 
verge towards complementary results; and nothing that I have 
said should be interpreted as minimizing the importance of work 
on international comparisons of national income measures. 


Ill 


For both analytical and methodological reasons global figures 
on national income, without any breakdown by significant parts, 
are of limited value. Even if the estimates are carefully defined 
and adjusted for changes in price levels, changes or differences 
revealed mean little for analytical purposes, unless it can be shown 
in which segments of the economic system these changes or differ- 
ences are present and to what extent; unless the changing or vary- 
ing totals can be interpreted in terms of various groups of income 
recipients; and unless the effects or antecedents of these changes or 
differences can be shown in terms of significant divisions in the 
utilization of income. Moreover, in the purely technical task of 
arriving at reliable totals, a global figure that is not obtained by 
estimating a number of several parts is usually subject to a greater 
margin of error than a total obtained by parts, for some of which 
at least, adequate data are available and for all of which a better 
judgment of the character of the estimates can be formed. 

Hence national income totals have almost always been estimated 
by parts and the resulting estimates presented with various types 
of apportionment. The breakdowns used have reflected partly 
the state of the available data, partly the notions of the students 
in the field as to what classifications and distributions are signifi- 
cant. In the review below we shall mention the types of appor- 
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tionment that appear to be significant, regardless of whether they 
have all been carried through in the national income measures 
for any single country. 

Income is a flow; and estimates of national income measure the 
rate, the cumulative results of the flow, over a finite period of time 
(year, decade, etc.). Income flows through various stages of the 
economic system, and theoretically can be measured at each of the 
several stages. Thus, we can estimate national income at (a) 
the stage of production, the point in the circuit flow where income 
originates in the various units of the country’s productive system; 
(b) the stage of disbursement, the point where the monetary equiv- 
alent of the net product is either distributed to ultimate income 
recipients or retained by the enterprises as net savings; (c) the 
stage of receipt of income payments by individuals; (d) the stage 
of expenditure of income, the point where the monetary equiva- 
lents of the net product are disposed of by individuals and enter- 
prises, either for consumers’ outlay or as savings; (e) the stage of 
utilization, the point where the real counterpart of the monetary 
flow enters either ultimate consumption or real investment. With 
a consistent set of definitions and barring inadequacies in available 
data, the national income totals obtained at these various stages 
of circulation should be identical for the same country and the 
same period of time. 

The significant breakdowns of the national total can best be 
reviewed in their association with the five stages just distinguished 
in the circuit flow of goods and money through the economic 
system. At the stage of production the most obvious distinction 
is the origin of income by industrial source. Since various in- 
dustries differ in their susceptibility to the effects of technical 
progress and increasing demand for their product, as well as to 
the shorter-term cyclical fluctuations, it is important for economic 
analysis to distinguish industrial sources of the net national prod- 
uct and thus obtain some basis for understanding its long and 
short term movements. 

At the next stage, that of disbursement, the industrial break- 
down is still of basic importance because most income recipients 
depend for their livelihood upon attachment to one industry. 
Hence industrial origin of income disbursements is useful in tracing 
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the effect of the productive structure of the nation upon the trend 
and stability of the flow of income payments; also, the industrial 
apportionment of net savings of enterprises bears directly upon 
the growth, decay, and fluctuations in the fortunes of various 
industries. At this stage, therefore, the industrial breakdown is 
retained. But a new classification is added, one which distin- 
guishes first between actual income flows and net savings of enter- 
prises; and then within the income flows among types that repre- 
sent compensation of different factors of production—wages, 
salaries, entrepreneurial withdrawals, interest, dividends, rents, 
etc. The importance of this distinction as connecting the in- 
dustrial structure with the structure of income distribution among 
individuals and families is too obvious to need discussion. 

At the stage of income receipts by ultimate consumers the unit 
of analysis is no longer the productive enterprise but individuals 
and families. To that extent the industrial breakdown loses its 
importance and the new classifications that appear are based largely 
upon distinction of various groups among the nation’s members. 
The bases of this distinction may differ greatly. The most general 
criterion is, of course, the size of income received during the year. 
But there is a host of others in which the interests of social students 
other than economists play or should play a great part. Whatever 
social science at large can contribute to the distinction among 
significantly different groups in the body social (on the basis of 
class, race, country and city distinction, age, etc.) is relevant, since 
the position of such groups in the income distribution may be 
assumed to be of considerable importance in determining the 
peculiarities of their social behavior. This importance of social 
grouping refers not only to the given stage of income receipt but 
also to the two subsequent stages in income flow at which individ- 
uals and families are the unit of analysis. 

At the next stage, the disposal of income, the new classification 
comprises the segregation of the savings of enterprises and the 
distinction between outlays by ultimate consumers on consumption 
and on savings. Each of these categories in turn needs to be 
broken down according to the classes of commodities and services 
to which the outlays are devoted. Thus at this point the analysis 
completes the circle back to the productive enterprise, in the sense 
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that both outlays on consumption and the use of savings for various 
goods are a return to the productive enterprises of the means ot 
payment which they have disbursed as incomes. On the other 
hand, the expenditures by consumers on various types of goods 
as well as their savings should be closely associated with the 
various Classifications of groups of consumers, whether by size of 
income or by other characteristics. 

At the next stage, that of utilization, the classification is analo- 
gous to the one suggested for the preceding stage of disposal. The 
difference, however, is that instead of studying outlays by con- 
suming units we analyze their actual consumption and thus dis- 
tinguish real savings in the form of additions to inventories ot 
goods within the family economy. Similarly, for enterprises, 
the process of real investment which materializes in additions to 
productive equipment and inventories is distinguished from total 
outlays that may contain parts representing transient services 
(such items as payments for flotation of loans and other brokerage 
services). 

So far we have not mentioned the regional breakdown. It 
seems obvious that the various distributions listed above as 
significant for national income are also significant in the appor- 
tionment of income attributed to a givenregion. If it is important 
to know the share of the region in the net product of the nation, 
it is equally important to study the industrial origin of regional 
income, its apportionment between savings of enterprises and the 
actual flow of income payments, the distribution of income by 
size among the inhabitants of the region, the distribution of in- 
come among various significant social groups, the apportionment 
of income between consumption expenditures and savings or 
between real consumption and real investment, as well as the dis- 
tribution of the total outlay or consumption among various types 
of goods. 

A more important point in the present connection is, however, 
the usefulness of having regional measures, with the breakdowns 
suggested, for the understanding of the various classifications of 
the national income total. It may appear that regional measures 
of this type contribute to the understanding of all the significant 
breakdowns of the national aggregate. But upon further reflection 
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it appears that regional measures are of particular importance in 
understanding distributions of the national totals in which in- 
dividuals and families are the unit of analysis; whereas they are of 
less importance in the analysis of income by industrial origin or 
even in the classification by type of payment at the stage of dis- 
bursement. 

In studying the industrial structure the causative line of rela- 
tionship seems to run from the industrial structure of the nation 
to the industrial structure of the region. Ina given country that 
is comparatively self-sustained the industrial structure is a truly 
national unit in the sense that every industry, no matter in what 
region located, is part and parcel of the industrial structure of the 
nation as a whole, is closely dependent upon the national markets, 
and is governed by factors that can be understood only on a na- 
tional scale. The same is perhaps also true of the apportionment 
of income at the stage of disbursement in that the ratio of wages 
and salaries in a given industry to property incomes or entre- 
preneurial withdrawals reflects the structure of the industry, 
which may show some regional variations but, on the whole, 
can be expected to be fairly uniform the country over. This last 
statement is not quite true, in so far as regional differentials in 
cost of labor and labor productivity exist and in so far as cost of 
capital is higher in some regions than in others. But by and large, 
the national industrial structure is still fairly dominant at this 
stage of economic circulation and for the corresponding classi- 
fications of national income; and the national picture can be under- 
stood without reference to regional breakdowns. 

The situation changes when we study the apportionment of 
income among ultimate income recipients and especially the flow 
of income through the family economy. It is at this point that 
the purely economic factors, dominant in the functioning of bus- 
iness enterprises, are qualified so materially by non-economic 
forces. The family economy is notoriously subject to behavior 
that appears nonrational from the standpoint of economic anal- 
ysis. The expenditure of income is part of a pattern of life at 
large, and in this pattern regional differences stand out forcefully. 
Without the analysis of regional factors in the pattern of life it is 
impossible to answer the question why income at various size 
levels and for various social groups is spent in different ways, and 
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especially why income at the same monetary level but for various 
regional and social groups is spent in different ways. Considerable 
significance and meaning can be attached to industrial and type-of- 
payment distributions for the national total without having it 
cross-classified by regions. But it seems to me that the meaning 
of the distribution of income by size and the combination of that 
distribution with the apportionment of income among various 
types of outlays or consumption is limited unless it is cross- 
classified by the different regions of the country. 

This statement is exaggerated to make the point clear. It 
should not be taken to mean that a measure of the distribution of 
national income by size or the apportionment of the national total 
between outlay and savings or consumption and investment is 
without significance. Half a loaf is better than none. All I 
want to suggest is that for analysis of income at the stage where it 
flows through the family economy the absence of regional break- 
downs makes the measures much more a fractional picture than is 
true of the national measures relating to the industrial and type- 
of-payment breakdowns. And if it is true, as is contended below, 
that the development of national income measurement in the near 
future will stress distribution of income by type along with 
income utilization, then the need for regional measures becomes 
acute. It is also obvious that in such development interests and 
experience of social scientists, other than economists, will and 
should make a greater contribution to the progress in the field 
than has heretofore been the case. 


IV 


The review below of the present status of the field of income 
measurement is based on the experience during the past four years 
of the Conference on Research in National Income and Wealth. 
This conference was organized in 1936 for the purpose of planning 
and stimulating research in the field of income and wealth, and is 
comprised of students who are directly concerned either with 
measurement or with the collection of underlying data. The 
survey of the field, undertaken to determine what the conference 
can and should do, as well as subsequent experience, led to the 
following tentative conclusions. 

First, there appear to be several problems in which divergent 
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viewpoints are largely a reflection of different social philosophies 
in their bearing upon determination of economic productivity, 
basis of valuation, etc. It was recognized that no unanimity of 
opinion or practice could or should be attained with reference to 
these issues, but it was felt that a more intensive discussion would 
be helpful in setting forth their implications and in forcing both 
the producers and consumers of measures to be cognizant of the 
various assumptions that underlie the statistical results. The 
conference therefore instigated extensive consideration of such 
issues by means of reports prepared by individual students and 
subjected to discussion at meetings. The results of this particular 
activity of the conference are embodied in the two volumes of 
studies already issued and in a third, to appear before the end of 
1939.” 

Second, it was recognized that the availability of data on 
industrial origin and type of income had led to concentration of 
work in the field of national income on these two breakdowns. 
True, the supply of data is far from perfect even for setting up 
annual national income totals with these two classifications. 
Nevertheless, progress in this field was and is being made by the 
extension of the coverage of the industrial censuses and by the 
improvement of the corporate statistics collected in connection 
with federal income taxes. It should also be noted that the same 
data that permit annual estimates of national income by industrial 
origin and by type of income also permit approximate estimates of 
income paid out by states. 

Third, the biggest gap in the field was seen to be the absence of 
data and studies that would yield continuous distributions of 
income by size. True, such a distribution was prepared for 
1918 by Dr. Macaulay of the National Bureau of Economic Re- 
search, for 1929 by the Brookings Institution, and for 1935-36 
by the National Resources Committee. But disregarding ques- 
tions of solidity and reliability of these estimates, the important 
thing to note is that unless such estimates can be made continu- 
ously, that is over a period of years at fairly short intervals of 
time, they are of comparatively little value. When the measures 


2 See Studies in Income and Wealth by the Conference on Research in National Income and 
Wealth, Vols. I, II, III, National Bureau of Economic Research. 
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are sporadic it is impossible to distinguish between the changing 
and the persistent elements in the statistical picture revealed; 
and it is also impossible, without continuous work, to evaluate 
critically the statistical reliability of the results. Consequently, 
the conference considered its most important task the stimulation 
of work looking toward continuous estimates of the distribution 
of national income by size among consumer units. Such distribu- 
tions were envisaged as eventually laying the foundation for con- 
tinuous estimates of consumers’ outlays and savings. The latter 
estimates are available now and are perhaps sufficiently reliable to 
merit analysis, but obviously they hang in mid-air without the 
possibility of tracing them back to the distribution of income 
among consumer units. 

Fourth, it was recognized that the distribution of income by 
size among consumer units on a national scale should be supple- 
mented by a regional breakdown. The analysis of such a distribu- 
tion, especially if directed toward the apportionment of income 
between consumption and savings, is exceedingly difficult without 
a breakdown by regions and the possibility of studying regional 
variations in the functional relation between income size, con- 
sumers’ outlays on various types of goods, and savings. An 
additional consideration was the fact that local data, either of 
sample character or such as result from state income tax returns, 
are exceedingly useful and, indeed, indispensable in the prepara- 
tion of continuous distributions of income by size. Thus a re- 
gional breakdown would in a sense be forced upon the investigator 
by the supply of data; and knowledge of regional differences would 
be required in the process of passing from local data to the national 
picture. 

The activity of the conference in stimulating work on the 
distribution of income by size combined with a regional breakdown 
took various forms. A review was made of the already published 
distributions of income and wealth by size. A survey is now being 
carried on of the various sample data available on distribution of 
income by size, its purpose being to evaluate the data critically 
and perhaps to arrive at a set of standards to be followed in any 
future sample study that may include income among other items to 
be covered. Advisory work was carried on in connection with the 
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plans of the 1940 Census to include income questions on the popu- 
lation schedule. Finally, close contact has been maintained with 
three studies which, among other things, concerned themselves 
with distribution of income by size in local areas: the Wisconsin 
income study, based on individual income tax returns from 1929 
to 1936; the Delaware study, based on income tax returns for 1936 
and a sample for 1937 and 1938; and the Minnesota study which 
is attempting to cover the income in the state for 1937-8 on the 
basis of income tax data, social security returns, and field ques- 
tionnaires. 

The activity and program of the Income Conference are of 
interest because they reveal so clearly the concerted judgment 
of students in the field as to the direction in which further progress 
should and is likely to be made in the near future. That this 
judgment is based upon recognition of effective social pressures 
may be seen from a glance at the more recent additions to the 
supply of data. The extensive study by the National Resources 
Committee of consumer incomes is symptomatic. The social 
security organization promises to add greatly to our knowledge 
of income distribution in the lower income brackets. Greater 
attention is being paid to a proper utilization of individual returns 
submitted in connection with the federal income tax. Last and 
most important is the decision of the census to include questions 
relating to income on the general population schedule for 1940. 

Most, if not all, of these new data on distribution of income by 
size are available by regions and thus contribute to the develop- 
ment of the field in both directions. In addition, recent years 
have seen an increase in the supply of purely local data in the 
various regions of the country. Many states have introduced 
income taxes with a coverage more extensive than that of the 
federal income tax law. The setting up of state planning boards 
served to rouse interest in basic economic information in the local 
areas and thus stimulate the production of such information. In 
general the increasing extent of government participation in eco- 
nomic activity, combined with the federal-state structure of the 
national administrative machinery, has resulted in accretion to 
purely local economic information; and all economic information 
is grist to the mill of income measurement. 
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Thus, because of the obvious importance of measures on distribu- 
tion of income by size and on the apportionment of income at 
various size levels between outlay on various goods and savings— 
all for the various regions of the country; and because the growing 
consciousness that such measures are badly needed is already 
resulting in rapid accretion of data from which they could be 
prepared, the directions in which the field of income measurement 
is likely to grow in the near future appear fairly clear. It appears 
especially clear that this progress requires more emphasis than 
heretofore upon regional measures. And it is also highly prob- 
able that in work upon these measures the interest and efforts of 
economists and economic statisticians will be supplemented by 
the interests and efforts of other students of social problems. 


V 


A few supplementary remarks may emphasize the practical 
bearing of the discussion and prevent misunderstanding. 

First, it is quite possible that the obvious has been dwelt upon 
and overstressed. Given significant regional differences and an 
interest on the part of students of regional conditions in the 
economic life of the region, the utility of and need for regional 
measures of income origin, distribution, and utilization need not 
be argued. And yet it is, perhaps, of some importance to point 
out the significant contribution that such regional measurement 
can make to the vision and understanding of the students con- 
cerned with national income problems. Recognition of this 
bearing may provide an additional stimulus to efforts directed 
toward regional income measurement, and indicate the possibili- 
ties of close cooperation between students of national income and 
of regional economic problems. 

Second, it may be contended that, given the keen interest in 
regional economic conditions in the past, all efforts to study them 
have already been made; and that if the reward of such studies 
of regional income is not impressive, the result should be ascribed 
to obstacles that could not be overcome, as, for example, a lack 
of basic data. Of course, if such an assumption were accepted 
as fully true, there would be little sense in arguing for more in- 
tensive efforts in the field of regional income measurement. But 
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the suspicion is that the assumption is not fully true; that the 
limited extent to which studies in the field of regional income 
measurement have been pursued is only partly to be attributed 
to lack of data; and that particularly the more recent additions 
to the data justify a greater effort than, so far as the writer knows, 
has hitherto been made. 

This leads to a third comment, that concerning the possible value 
of cooperation in the field, not only between the students of 
regional income and of national income measurement, but also 
among students of local economic conditions within the region. 
The experience of the Income Conference as an example of coopera- 
tion of people working in the same field has been, on the whole, 
encouraging. It appears that similar positive and significant 
results may be expected from the cooperation of workers in the 
field within a region. Such cooperation would result in a greater 
degree of awareness on the part of students in various states 2s to 
the data and intellectual resources available in neighboring 
states; bring together academic students, research men in business 
and public organizations, and administrators of economic agencies 
who can look beyond the routine details; and lead towards a more 
effective attack on the problems in the field. It would tend to 
overcome the isolation of the local scholar, and need not neces- 
sarily bring with it the opposite danger, of waste of over- 
elaborate organization. 

Finally, it seems that the objective conditions for more intensive 
work in the field of regional measurement of income are present. 
The data are available to a greater extent than would appear from 
efforts to utilize them. In addition to regional information pro- 
vided in federal sources, there is scarcely a state whose administra- 
tive activity has not resulted in some information bearing upon 
the income field and not available in many other states. There 
are also the local groups of scholars and students attached to the 
universities, to the economic agencies of the governments, and 
to business enterprises, who are interested in and familiar with 
economic problems and data in their region. 

The writer is cognizant of the difficulties, and aware of the 
fact that there are other problems to concern the economists 
besides study of the regional origin and distribution of income. 














NATIONAL AND REGIONAL MEASURES OF INCOME 313 


And yet income information is so basic to any understanding of 
the economic problems of both the region and the nation, and 
is subject to so many uses, that it appears proper to claim for it a 
place among the first few items of empirical knowledge to be 
looked for. It is also clear that the wide expanse of the field and 
the variety of its uses makes it a suitable one for cooperation 
among scholars of differing interests and intellectual bent, ad- 
ministrators, and policy makers. 








ALEXANDER DEL MAR, CRITIC OF METALLISM 


EARL HICKS 
Atlanta, Georgia 


Alexander Del Mar (1836-1926) was a dilettante in monetary 
theory, a man who entered the study of money through the 
anomalous routes of a mining engineering education and an 
absorbing interest in the classics and classical history. So un- 
orthodox an introduction produced, as might be expected, a man 
of novelty and naiveté—a man who was both deprived of the 
accumulated knowledge and dialectic of the nineteenth century 
economists, and at the same time, freed from the tyranny of a 
monetary theory gone to seed. 

Del Mar practiced his profession only occasionally, depending 
for a living on the prolific product of his pen. During his 90 years 
he wrote some 36 books and about too articles, beside numerous 
speeches and public papers. This five-foot shelf, overweighted 
with histories, and in later years with mystics, nevertheless 
includes much that is fresh and prophetic of recent monetary 
theory.! His literary career began during the Civil War. Asa 
financial journalist for a New York paper, he criticized harshly 
the Union's inflationary policy, filling the columns of his corre- 
spondent papers with material that would have hanged a World 
War columnist. But after the war, when the United States ex- 
perienced 30 years of falling prices, Del Mar took his position as 
an eloquent critic of metallism. It is these—his mature writings— 
which interest us here, for they indicate that if modern monetary 
theory had a precursor in the nineteenth century, that man was 
Alexander Del Mar. 


1**In his contributions to the study of money,"’ writes Davis R. Dewey, ‘he [Del Mar] 
accumulated much curious data, but for the student of monetary theory his volumes have 
but a limited value.'’—Dictionary of American Biography, Vol. V, p. 226. It is the present 
writer's contention that monetary theory is moving rapidly in Del Mar’s direction, and that 
Del Mar’s ‘‘curious data’’ will prove to be of progressively greater interest. 
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I 


In Del Mar’s day the sovereignty of the gold standard was chal- 
lenged only by another metal. Every burgher tried the hardness 
of coin with his teeth, and the professors of political economy 
debated the attributes of money in terms of its durability, homo- 
geneity, and divisibility. In Mill’s words, ‘“‘money [was] a 
commodity, and its value [was] determined like that of other 
commodities, temporarily by demand and supply, permanently 
and on the average by cost of production. . . . There [could] not, 
in short, be intrinsically a more insignificant thing, in the econ- 
omy of society, than money.’’ By Mill's time the gilded science 
had become a gelded science, and Del Mar knew it. Summoning 
his most vicious invective, he attacked the gold standard, its 
theory, its history, and its ethics. The thesis of his histories is 
that the ancients managed their monetary systems, basing them 
not upon the intrinsic value of a commodity, but upon ‘‘a concrete 
series of numbers whose value arose from state monopoly, legal 
limitation, and forced currency,’’? and the conclusion of his 
theories is that the modern world must follow the ancient’s 
example. 

That money is, or should be, a commodity Del Mar vigorously 
denies. ‘‘Money is not pieces of merchandise any more than acres 
are pieces of land, or minutes are pieces of clocks. Money is a 
measure or an institution of law.’’ In fact, “that is money 
which the state declares to be money,’’* and those who argue other- 
wise lower ‘‘their claims of patriotism to the sordid level of their 
breeches pockets.’’* Mere recognition of the true function of money, 
Del Mar asserts, belies the validity of metallism, for the function 
of money is to measure value. It must be a creature of law and the 
object of management, for ‘‘all measures of precision are of artifi- 
cial limits. Nature affords none.’’’ Furthermore, he adds 
‘the efficiency of a measure does not depend so much upon the 


2 A History of Money in Ancient Countries from the Earliest Times to the Present, p. 342. 

3 ‘Should Silver be Demonetized?,’’ North American Review, Vol. 141, November, 1885. 
“The Crime of 1900,"" Collected Papers, Library of Congress. Cf. the blunt opening of Knapp’s 
The State Theory of Money, ‘‘Money is a creature of law.”’ 

4 A History of the Monetary Systems of France and Other European States, p. 339- 

5 The Science of Money, p. 76. 
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substance of which it is made as upon the exactness of its limits,’’® 
and hence he contends that the important attribute of coins is not 
the number of grains they contain, nor their fineness, but the 
total number of coins in circulation, which, as the quantity 
theory teaches, is the only attribute of the coins themselves which 
affects their value. ‘The essence of a measure of any kind is 
limitation—indeed, such is the meaning of the term itself.’’? 
Therefore Del Mar contends that the true conception of money 
must be that of the monetary mechanism as a whole, not the 
‘ndividual coin, or in his words, ‘‘the unit of money is all money.’’* 

Del Mar’s contemporaries were largely concerned with the 
efficiency of the physical unit of money in performing its functions 
for its holder, considering it essential that money should not rust 
in the miser’s hoard, nor lose weight in the bullion dealer's 
melting pot. Del Mar’s statement that the unit of money is all 
money, is, in comparison, quite significant. It focuses attention 
upon the effect of the quantity of money and the monetary mecha- 
nism itself upon society, rather than upon the individual. And, 
most important, it stresses the significance of the absolute quan- 
tity of money, a quantity to which prices and incomes become 
adjusted and from which they are not easily moved, a quantity 
which cannot be changed without serious disruption of both 
economic and social equilibrium. It is a concept which implies 
an infinitely greater understanding of the complications of eco- 
nomic life than the ‘‘orthodox’’ statement of David A. Wells, 
Del Mar’s successor as director of the Federal Bureau of Statistics. ° 

In answer to Mill and Wells, Del Mar would say: 





























‘When the principles which underlie it are thoroughly understood, 
money is, perhaps the mightiest engine to which man can lend his guid- 


6 Ibid., p. 78. 

7 Ibid. 

8 Ibid., Chapter I. 

®**A three-cent piece, if it could be divided into a sufficient number of pieces, with each 
piece capable of being handled, would undoubtedly suffice for doing all the business of the 
country in the way of facilitating exchanges if no other better instrumentality was available. 
. . . Were all the currency in the country absolutely swept out of existence tomorrow morning, 
there . . . would not probably be one less acre of land cultivated, yard of cloth made, ton of 
coal dug or pound of iron smelted in consequence . . ..'"—D. A. Wells, The Cremation Theory 
of Specie Resumption, reprinted from the New York Herald, pp. 1 and 7. 
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ance. Unheard, unfelt, almost unseen, it has the power to so distribute 
the burdens, gratifications, and opportunities of life, that each individual 
shall enjoy that share of them to which his merits entitle him, or to dis- 
pense them with so partial a hand as to violate every principle of justice, 
and perpetuate a succession of social slaveries to the end of time.’ 


Concerning the value of money Del Mar offers no sophisticated 
and comprehensive theory, other than the phenomenon called 
‘the precession of prices,’” which will be discussed in section III, 
below. His most interesting remarks are observations which he 
draws from his experiences as a mining engineer and his readings 
in history, which he uses in the institutionalist fashion to point 
out conditions peculiar to the precious metals which invalidate 
the conclusions of deductive theory. Specifically, he denies that 
the costs of production of gold and silver have any influence upon 
their value or upon the ratio of value between them. 

The Classical Economists, as Mill's statement shows, had con- 
cluded that when gold can be freely coined and when coins can be 
legally melted, the value of coins must be equal to their cost of 
production. Del Mar himself was a Classicist, but hearing the 
Classical theory applied to gold aroused his capacity for abusive 
phrase-making. ‘The men who make such reckless assertions,”’ 
he inveighed, ‘‘are ... the conceited professors of a pretended 
political economy, charlatans who teach everything and learn 
nothing, impostors who thrive upon the credulity of a world too 
busy in earning money to study the science of its history.’’" 
‘“What is the cost of producing gold?’’ he asked, and turned to his 
histories for an answer: 


“The fact is that the vast metalliferous product of Spanish America, 
of Japan, of India, of Brazil, was obtained by Europe chiefly through plun- 
der and slavery. After the Spaniards and Portugese had plundered it 
from the natives, the English and Dutch plundered it from the Spaniards 
and Portugese... . You might as well calculate the cost to the burglar 
of producing your silver spoons when he breaks into your house and 
steals them, as to try to calculate the cost of this bullion to Europe.’’” 


10 4 History of Money in Ancient Countries, p. 345. 

11 “The Existing Depression of Trade—Letter to Lord Iddesleigh,’’ Third Report of the Royal 
Commission on the Depression of Trade and Industry, Appendix, pp. 396-397. 

12 Equitable Money; Reply of Hon. Alexander Del Mar to Prof. Thorold Rogers’ Address Deliv- 
ered in the London Chamber of Commerce, March 20th, 1890. 
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His histories of money are replete with stories of conquest and 
plunder of the precious metals, enslavement and slave mining, 
and with these means of acquisition, their cost, he says, is zero. 
Alexander, Caesar, and Cortez produced gold with the sword, 
while the Roman nobles, the medieval barons, and the Spanish 
grandees produced it equally cheaply with slave labor. It was 
not until the discovery of gold in California that the metal was 
produced with free labor under economic conditions,!* and conse- 
quently the value of these stocks of gold inherited from the past 
was no more determined by their costs of production than was the 
value of the slave-built pyramids of Cheops. 

But while conquistadores no longer plunder the mines of the 
world, and while enslaved nations are no longer forced to work 
them, the influence of these factors has not yet been lost. They 
left behind them a stock of the precious metals so vast that Del 
Mar believes that gold cannot be profitably produced today. 
“If it be asked why such an unprofitable industry is continued, 
why gold and silver mining is carried beyond the limit of prudence, 
the answer is: Because mines cannot be found at pleasure and 
because no man owning a mine knows when to stop, for the next 
stroke of the pick may bring him a fortune. He is buoyed up by 
hope; hope in a gambling industry, in a lottery, in a mere football 
of fortune; for such is gold and silver mining.’’! 

The defects of Del Mar’s argument do not detract from its in- 
terest. The value of gold, like that of any other commodity, 
must in the long run tend to be equal to cost of production, but 
Del Mar'’s denial of this reflects good common sense, both because 
in the case of gold the long run is an exceptionally long run, and 
also because the significant problems in the question of the value 
of gold are short run problems. In the next section we shall see 
to what interesting conclusions this argument led. 


Il 


To find the key to the world’s history Del Mar examined the 
gold standard theory—the theory that the price level determines 


13 A History of the Precious Metals from the Earliest Times to the Present, p. 272. 
14 Equitable Money, p. 9. Taussig agrees that the connection between the cost of gold and 
its value is very loose, and he too assigns the cause to the aleatory character of the industry.— 
Cf. F. W. Taussig, Principles of Economics, Third Revised Edition, Vol. I, pp. 251 and 260. 
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the extent to which costs will be incurred in mining, and that 
consequently the quantity of gold produced will vary inversely 
with the price level. He realized that if the gold standard theory 
as expounded in his day were correct, money could have little 
influence upon the destinies of men, and hence his thesis that 
‘the history of money is the history of civilization’’ depended 
upon the destruction of that theory. That there was a strong 
tendency for the price level to react upon the mining industry, he, 
of course, recognized, but in his reply to Thorold Rogers he grasped 
the crux of the problem and said: ‘‘If the cost of production theory 
was sound there could never be a general rise of prices; indeed, 
many of the economists, finding themselves logically forced into 
this stupid conclusion, have actually made it an article of 
Sith... ."™ 

Obviously prices rise and fall, but the logic of the gold standard 
theory precludes such a possibility. To escape this dilemma, 
Del Mar took it by the horns, attacking the theory itself. While 
he offers some highly spurious propositions'® in his desire to dem- 
onstrate the invalidity of the theory, his major argument is most 
significant, for it attacks the gold standard on that point which 
the hard money advocates have always considered their strongest 
point, and reaches a conclusion which definitely foreshadows 
Keynes. 

The gold standard theory cannot work, and a durable commodity 
cannot provide a satisfactory money, he argues, because as stocks 
of the money metal are accumulated, every additional unit pro- 
duced drives down the value of the entire stock until a point is 
reached at which production is no longer profitable. The gam- 
bling character of the industry causes production to continue, but 
this only aggravates the matter by further reducing the value of 
money until a point is finally reached where all mining must 
cease. ‘The swords of Darius and Alexander,’’ he reminds us, 
‘‘are yet our competitors in establishing the value of gold and 
silver. The ravages of Caesar in Gaul and Scipio in Spain are 
still, through the use of metallic money, permitted to influence 
the markets of the world; while Cortez, Pizzaro, and the host of 
other Spanish American conquerors... virtually survive, to 


15 Equitable Money, p. 100. 
16 Vide for instance The Science of Money, footnote, p. 84. 
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weigh their ill-gotten gains against the products of honest labour.” !” 
It is because of the existence of these stocks, which make modern 
mining unprofitable and which prevent current production from 
quickly affecting the total supply, that a temporary fall in prices 
cannot occasion a sufficient increase in gold production to raise 
prices again to their proper level. Indeed, ‘‘to the comprehensive 
mind metallic money seems like one of those machines designed 
by illiterate mechanics for perpetual motion; it carries with it its 
own negation... .'"!§ Thus he finds the chief fault of the gold 
standard to be the existence of an accumulated stock—the very 
point which the friends of ‘‘sound money’’ have always considered 
its chief advantage. And this, incidentally, is a conclusion which 
Keynes also reaches.1® 

But in attaching significance to the discovery, Keynes appears 
to show the white feather in comparison to the venturesome Del 
Mar who seizes upon it as the Rosetta stone for which he sought. 
To Del Mar it is nothing less than the cause of the fall of Rome and 
the key to all preceding and subsequent history. Every imagina- 
tive man who has spent a life-time in one study, whether it be the 
structure of the Eocene Homogolax, or the characteristics of senile 
paranoia, has eventually come to the conclusion that his dis- 
coveries in that field offer the real explanation for the fall of Rome. 
Even though the multiplicity of explanations of that fall will 
make us skeptical of Del Mar’s efforts, his theory is sufficiently 
interesting to invite examination. 

Histories overflow with misnomers. The so-called ‘“‘golden 
age of Greece and Rome’’ was partially a monetary phenomenon; 
and far from being an age of gold, it is Del Mar’s principal his- 
torical thesis that it was an age made possible solely because the 

17 A History of the Precious Metals, p. 277. 

18 Money and Civilization, p. 61. 

19 Cf. J. M. Keynes, The General Theory of Employment, Interest and Money, pp. 235-236. 
Keynes’ argument, however, attacks the problem from the demand side, and is to that extent 
superior to Del Mar’s. Taussig makes the same point, but less strongly: ‘‘A decline in the 
value of gold . . . makes things harder for the poorer mines, and some of them cease opera- 
tions. But cessation on their part may have but a negligible effect on the total stock. . . . 
It might be expected that a high value of gold . . . would stimulate the search for it, a low 
value dampen the search. Some such tendencies there doubtless are. They are overshad- 


owed, however, in their effects on total stock and on value, by the steadiness of the total 
stock. . . .""—F. W. Taussig, op. cét., p. 260. 
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sages of antiquity disavowed gold and dissociated money from 
its hegemony, consciously endeavoring to manage their monetary 
systems. If the thesis be correct, the age may be extolled by 
future historians as ‘‘the goldless age of Greece and Rome.”’ 

But the Roman managed system declined when the state grew 
wealthy, and once committed to a commodity standard, the state 
was powerless to prevent the value of its money commodity from 
falling below its cost of production. So long as the gold stocks 
grew rapidly the city enjoyed the precarious inebriation of boom, 
but each rise in prices was reciprocally a fall in the value of gold. 
The production of gold reached its peak in the reign of Augustus, 
buc for many generations the product of gold continued to accu- 
mulate. The Spanish mines were farmed out to ambitious war- 
lords, and political prisoners were enslaved to dig the progres- 
sively less valuable metal. But such non-economic production 
was inherently suicidal, for further accumulation of the durable 
commodity only made the return to profitable mining more im- 
possible. Eventually the mines were abandoned, the flow of new 
metal ceased, and the long-delayed fall in prices ensued, but so 
great were the accumulated stocks of gold that no reasonable fall 
in prices could reopen the mines. Depression and unemployment 
brought the fall of Rome, and enveloped Europe in the Dark Ages. 
It was not until ‘‘the moment that the American placers were 
opened and plentiful gold supplies obtained, that society was 
profoundly stirred into action.’’?° 

For the outline of his thesis of the fall of Rome, Del Mar is 
obviously indebted to the English historian, Sir Archibald Ali- 
son.*! Indeed, many of the more daring historians have toyed 

20 Money and Civilization, p. 406. 

21 Alison says in his History of Europe: ‘“The fall of the Roman Empire, so long ascribed, 
in ignorance, to slavery, heathenism, and moral corruption, was in reality brought about 
by a decline in the silver and gold mines of Spain and Greece... ."’ It is interesting that 
many writers, including Oresme, have attributed the fall to an increase in the quantity of 
money, i.e., debasement. A recent Keynesian writer, W. A. L. Coulborn, attempts to com- 
bine both these ideas. He ascribes the fall of Rome to a declining rate of gold production, 
and the “*handicapping’’ of commerce by monetary debasement. He adds that it is probable 
that the velocity of circulation was falling, and liquidity preference increasing.—Vide An 
Introduction to Money, pp. 197-198. But debasement is a device for preventing a fall in prices, 


and overcoming a shortage of metal. To the extent that it occurred it must have prolonged 
the life of the Roman Empire. 
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with the idea. Even Keynes confesses that ‘‘it would be fasci- 
nating ... to conjecture . .. whether it was a coincidence that 
the decline and fall of Rome was contemporaneous with the most 
prolonged and drastic deflation yet recorded.’’*? Other writers 
who have suggested the connection between the fall of Rome and 
the failure of the gold supply have all attributed the decline to the 
physical exhaustion of Spain’s resources. Del Mar alone offers 
the suggestion that a metallic money can influence the decline of 
states even though the sources of the metal remain relatively 
prolific. 

Gold, the philosophers tell us, is a commodity which through- 
out its long life profanes all who seek it. Few, however, have 
added that its very bearing is fatal to its mother, the earth. Del 
Mar, gold mining engineer by profession, witnessed the act in the 
intimate capacity of midwife, and thus gained ample information 
for his second charge against gold and any monetary system 
which encourages its production. Gold, he argues, is produced 
at an enormous physical and social cost, a cost which he declares 
can only be described as the “‘rape of the earth.”’ 

Until very recent times gold was almost always produced by 
placer mining. Rivers, diverted from their normal courses, were 
flooded over gold-bearing lands, whole hillsides being washed 
into the sea in order that the yellow metal might settle into the 
miners’ pans. Timber was needed in vast quantities to support 
the aquaducts, and this need, together with the washing away of 
the soil, deforested all mining regions. So great was the destruc- 
tion wrought before Del Mar’s eyes that he maintains that gold 
mining was the “‘principal agent in the physical, and consequently 
in the ultimate social, decay of Arabia, . . . Asia Minor, Greece, 
Carthage, Spain, Italy, and the Islands of the Mediterranean.’’** 

When the land is wantonly destroyed at the hands of argonauts, 
it is safe to assume that labor fares no better. Until the discovery 
of gold in California gold mining was an industry which im- 
pressed its laborers into slavery, for reasons of political heresy as 
in Roman Spain, or for equally good reasons of military inferiority 
as in Spanish America. Even in the comparatively decent condi- 


22 J. M. Kevnes, A Treatise on Money, Vol. Il, pp. 150-151. 
23 Rape of the Earth, unpublished manuscript, Library of Congress. 
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tions of the California industry, Del Mar’s writings charge that 
gold mining has bred insanity, disease, and crime. The History 
of the Precious Metals must surely have been upon the reading list 
of that British schoolboy who defined the Yellow Peril as the 
search for gold. 

No account of the social cost of gold mining completes the 
indictment of squirrel economics unless it is also shown that the 
game is not worth the stake. Imbued with the importance of 
money in a society of free enterprise, Del Mar would have been 
prone to admit that a continent laid waste and a nation engaged 
in digging and burying nuts would not be too great a price if only 
gold provided a satisfactory money. We have already seen that 
such is not the case, inherent instability being the very nature of 
this ‘‘monetary anarchy wrought into the appearance of a sys- 
tem.’’** The production of gold depends very largely upon the 
fortuitous discoveries of mining regions, discoveries entirely un- 
associated with the world’s need for money. Add to the fortui- 
tous character of discoveries the consequences of an inelastic 
supply and the instability of world monetary affairs is evident. 

But worse still is the plight of any one country in the regime of 
gold, for free coinage—which allows the measure of value in one 
country to be curtailed and in another country to be lengthened, 
without the consent of either—belongs to ‘‘the domain of lu- 
nacy.’’*5 On this point one is tempted to believe that Del Mar 
did not sufficiently understand the logical beauty of the world gold 
standard system, and hence did not attack it fairly, nor hit the 
point upon which it is truly vulnerable. Rather than challenge 
the desirability of a uniform world price system, which is the 
essence of the gold standard, he chose to join the rabble chorus 
of the British-lion’s-tail-twisting era, depicting the bankers of 
Wall Street as the allies of Empire. 


Ill 


During the Civil War, Del Mar was a financial journalist in New 
York. He bitterly opposed the war and used the columns of the 
papers to which he contributed to castigate the monetary policies 


24 History of Money in the Netherlands. 
25 The Science of Money, p. 24. 
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of Lincoln and Chase. One series of his columns was reprinted 
in pamphlet form under the title, The Great Paper Bubble, or the 
Coming Financial Explosion, and was circulated by the Democratic 
Party as a campaign document in 1864. The frontispiece of the 
pamphlet shows Secretary Chase nonchalantly blowing bubbles 
in the economic system. One huge bubble sits upon his pipe, and 
Del Mar undertakes to prove that this bubble is about to break— 
not only because of its great size, but because its ‘‘inflation’’ has 
been accompanied by an unequal expansion of its various parts. 

History reveals that the Great Paper Bubble failed to burst, but 
its exposition provided Del Mar’s earliest statement of the phe- 
nomenon of ‘‘the precession of prices,’’ and the analogy which 
he chose gave the word ‘‘inflation’’** to the nomenclature of 
economics and the popular press. 

In The Science of Money the phenomenon of precession is tendered 
in a more refined form.?”?_ It is argued that the effect of an increase 
in the quantity of money is to raise the prices of specific goods in a 
roughly predictable order, and Del Mar undertakes both to typify 
and interpret this order. If we assume that the quantity of money 
were suddenly increased for a period of a few years, and subse- 
quently decreased to its former level, Del Mar contends that the 
prices of each type of good would describe an arc whose chord 
would measure the length of the period of disturbance, and whose 
perpendicular would measure the extent of the increase. Various 
types of goods will react to the expansion and contraction stimulus 
with greater or less rapidity, and consequently we will find the 
arcs, representing the prices of specific types, rising from their 
common base at different times, and if the contraction occurs be- 
fore the first stimulus has completed its effect, we will find some 
arcs still rising while others have already begun to fall. 


26 That Del Mar was the coiner of the word ‘‘inflation’’ was first suggested to me by Dr. 
C. Victorius, formerly of the German Bankers’ Association. Kurt Singer in his article, 
“Inflation,’’ Handworterbuch der Staatswissenschaften, Vol. V, p. 446, lists The Great Paper 
Bubble in his bibliography, and adds, ‘(Erste Verwendung des Wortes?)."’ The word, now so 
common, was by no means an obvious choice, and it is quite reasonable to think that it was 
Del Mar’s analogy which suggested the word to him. 

27 The Science of Money, Chapter VIII. Cf. also: ‘‘Prosperity: Its Relation to the 
Increasing Production of Gold,” Engineering Magazine, October, 1907, pp. 15-28; “Cost of 
Living: Has it Risen, and Why?"’ Engineering Magazine, July, 1910, pp. 569-580. 
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The order of the precession is given as: 


. Bullion. 

. Stocks and bonds. 

. Shares of incorporated companies. 

. ‘Staples,’ or crude and imperishable commodites. 

. Merchandise, such as perishable commodities, crude articles of 
subsistence, etc. 

. Fabrics, such as machinery, manufactured food, luxuries for 
wear, etc. 

. Landed property, or real estate. 

. Skilled labour, or artisan’s wages. 

g. Unskilled labour, or the wages of labourers, soldiers, seamen, 

etc. 
10. Professional services. . . .’" 


UApRw Pp 


ON 


com] 


The position of any commodity in the precession, he explains, 
conforms ‘“‘to the marketability, or ease of selling or exchanging”’ 
that commodity.?® Those commodities which are ‘‘most market- 
able’’ will rise first, and other commodities will follow in the order 
of their marketability. And, since labor is the least marketable 
of all, it follows that goods will rise in inverse proportion to the 
amount of labor they contain. Brief as it is, the explanation is 
suggestive. The phrase ‘‘marketability, or ease of selling or 
exchanging’’ suggests the fact that the quantity of money only 
affects prices through spending, and hence those commodities for 
which prices are most frequently made rise and fall first. Indeed, 
emphasis on the concept of marketability represents a great ad- 
vance over orthodox monetary theory of the nineteenth century, 
for amongst the writers of that century the only recognized lag 
between a discovery of gold and the consequent rise of prices was 
that necessary for the geographic distribution of the metal, rather 
than its functional distribution as income. Furthermore, that 
goods should rise in inverse proportion to the amount of labor they 
contain is a rather ingenious statement of the fact that wages lag. 

28 The Science of Money, pp. 81-82. This order of precession was made known to Europeans 
by K. F. Hock’s Die Finanzen und die Finanzgeschichte der Vereinigten Staaten, which quotes at 
some length from The Great Paper Bubble. It is from Hock that C. Bresciani-Turroni lists the 
order of precession in his The Economics of Inflation, A Study of Currency Depreciation in Post 


War Germany, Sayers translation, pp. 39-40. 
29 The Science of Money, p. 83. 
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But the items in the precession possess other lines of cleavage 
than marketability, lines of cleavage which not only help to 
explain the precession, but which give it its chief significance. 
Among the items in the precession are both production goods and 
consumption goods, both cost factors and price factors. Del Mar 
has placed the representatives of these categories upon their 
proper arcs, a considerable accomplishment at a time when even 
Marshall was teaching that finished goods take precedence over 
others in price changes,*° but his failure to recognize these lines 
of cleavage as the significant categories is undoubtedly the most 
serious objection to his treatment of the precession. To Del Mar 
. the problem of unequally rising prices was a question of justice 
alone, a question of the relationships between classes and between 
debtors and creditors. He saw in the precession the cause of 
injustice rather than economic disequilibrium.*! In all his at- 
tempts to demonstrate the importance of changes in the quantity 
of money he never realized that their significant effect was to 
create or destroy profits through a disturbance of the cost-price 
relationship. Here lies the true key to much of the history of the 
world, but Del Mar ignored it. He wrote much of the halcyon 
days when the world was saturated with the precious metals, and 
when trade and industry were revived, but his failure to see that it 
is forced savings which creates prosperity under these conditions 
led him to the most innocent conclusions. 


IV 


The close of the Civil War marked the peak of American prices, 
and the world price level reached its peak soon afterward. De- 
pendence upon the fortuitous supply of gold decreed a quarter 
century of falling prices, unemployment, and underproduction. 
This was the period of Del Mar’s mature writings, the period in 
which he staked his claim to the paternity of the school of mone- 

30 Marshall says: ‘‘For when prices are rising, the rise in the price of the finished com- 
modity is generally more rapid than that in the price of the raw material . . . and when 
prices are falling, the fall in the price of the finished commodity is generally more rapid than 
that in the price of the raw material. . . .'"—A. Marshall, Official Papers, p. 8. Mill went 
so far as to base his criticism of the English inflationists on the assertion that all goods rise 


in price simultaneously.—V ide J. S. Mill, Principles of Political Economy, Book III, Chap. XIII. 
31 The Science of Money, p. 84. 
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tary management. Del Mar saw, and rightly diagnosed, the 
problems of the post Civil War era, problems which he recognized 
to be monetary in origin. Partly for reasons of political expedi- 
ency, he played a role in the free silver controversy .** 

Being a mining engineer by profession and the author of The 
History of the Precious Metals, Del Mar attempted to inject into the 
debate the irrefutable sort of evidence which could be drawn from 
the innate natures of gold and silver, but he succeeded only in 
invalidating his argument by multiple contradiction. The long- 
period justification of silver money either as an independent 
sovereign, or as the consort of gold, must rest upon its ability to 
provide a more stable price level, or rather a price level which 
moves in a manner more likely to provide full employment. A 
forceful argument for the greater stability of bimetallic prices lies 
in the principle of compensatory action, but Del Mar sought to 
demonstrate that greater stability would be provided even under a 
monometallic silver standard, because of conditions peculiar to 
the deposition and mining of the metal. 

Gold is a metal which forms placers. When the matrix which 
originally held the metal is eroded, the mechanically broken, but 
chemically unaffected, metal obligingly lines the bottom of the 
stream and awaits the miner, who in the way of capital needs 
nothing but a pie-plate.** Hence when the discovery of gold is 
rumored, argonauts by the thousands flock to the area, and work- 
ing up and down the entire length of the alluvial deposit, ‘‘can 
throw, and in fact have thrown, a vast quantity of metal upon the 
mints in a short space of time.’’** Silver, on the contrary, does 
not form placers, but dissipates itself into new chemical combina- 
tions when its matrix is worn away. Consequently, it must be 
wrested from the rock in which it was originally locked, deep in 

2 Del Mar’s biographers were active members of the free silver movement, and wrote his 
biography largely for propaganda purposes in the interests of silver. It is their extravagent 
claim that “‘in a word, he was the originator and the soul of the entire movement for the 
remonetization of silver. . . ..'"—Vide J. R. Robertson, The Life of Hon. Alex. Del Mar, M. E., 
p. 20; and H. Willcox, Life of Honorable Alexander Del Mar, which appears to be only a reprint 
of the Robertson biography. The claim does injustice to Del Mar’s interest in the free silver 
debate, which was not in silver politics as such, but in silver as the most politically available 
means of forestalling secular depression. 

33 Barbara Villiers: or, A History of Monetary Crimes, p. 15. 

% Ibid. 
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the earth. Since many cubic feet of rock must be excavated in 
order to bring to the surface one lineal foot of ore, silver mining 
is an industry which needs large capital and much metallurgical 
skill, a circumstance which explains why silver was the last of the 
coining metals to come into use,** and since a shaft must be sunk, 
“comparatively few men can work in one simultaneously... . 
For these reasons the production of silver has always been, and 
if not disturbed by legislation would always be, far more steady 
than that of gold.’’** 

Upon first encounter the argument might seem plausible, but 
the facts of the case prove capable of precisely opposite inter- 
pretation, according to the author’s convenience. While dis- 
cussing the ratio of silver to gold,*?7 Del Mar again drew the 
distinction between the effects of weathering upon the metals: 
‘A single gold belt, as the mother lode of California, may be the 
parent of innumerable gold districts and mines... but a silver 
belt, though it be as rich as the Comstock lode of Nevada, produces 
no progeny.’"** And from the same distinction he this time 
draws the opposite conclusion: ‘“‘Hence the finds of silver are more 
concentrated than those of gold . . . silver when it was produced 
at all, was produced in such great quantities, all at once, that 
combined with the operation of seigniorage laws... it fell in 
value from time to time and continued thus to fall until a very 
recent date."’*® Thus it appears that the distinction in their modes 
of occurrence throws little light upon their respective capacities 


35 “Silver,’’ Encyclopedia Britannica, Ninth Edition, 1886, Vol. V, pp. 69-74. Del Mar 
is the author of this article from ‘‘Mode of Occurrence’ to the end. 

5° Barbara Villiers, pp. 15-16. Cf. M. Chevalier, ‘“The nature of argentiferous deposits, 
the obstacles they offer to the miners, and the complicated processes by which the metal is 
abstracted from the ore, combine to reject the hypothesis of a rapid change in the value of 
silver.''"—On the Probable Fall in the Value of Gold, London, 1853, p. 128. 

37 Del Mar wrote much about the ratio. He denied that the relative costs of production 
of gold and silver fixed the ratio, but rather that it was the result of the accumulated stocks 
of both metals and the laws of important states. The ratio, he said, was fixed by the emperors 
of Rome at 12 to 1, and remained at that figure throughout the Middle Ages. The argu- 
ment has much truth, for just as it is true that the values of economic goods determine their 
costs of production rather than vice versa, so it must be true that the legal ratio of gold to 
silver determines to what point miners find it profitable to operate. 

38 A History of Money in Ancient Countries, p. 9. 
39 Ibid. 








ee 























ALEXANDER DEL MAR, CRITIC OF METALLISM 329 


to provide a stable money, and no deductive argument can be 
drawn from it. 

To one phase of his argument in particular we must tip our 
hats, for it is refreshing to realize that at least one writer of the 
nineteenth century had the courage to challenge the significance 
of the remark of Thomas Gresham, which, exalted by the appel- 
lation ‘‘law,’’ exercised a totally undeserved tyranny over the 
whole of nineteenth century monetary literature. Gresham's 
law he characterized as ‘‘a feeble generalization—which applies 
no more to money than it does to cabbages, and sheds no light 
whatever on monetary questions.’’"*° Indeed, he took exceptional 
pleasure in casting aspersions upon both the character and the 
reputation of Gresham, whom he accused of being a coward, a 
plagiarist, and a traitor to the real interests of his country.*! 

Before we leave the subject of silver, it would be well to state 
that Del Mar’s interest in the subject of silver was purely prag- 
matic. The rationality of his position cannot be better stated 
than in these words: 


“I would not have it inferred. . . that I prefer silver to gold for a 
general measure of Value. ... No metal, as such, can measure value with 
precision or equity. This is what Money alone can effect; and if there 
were no question of policy in the matter, I should advocate a monetary 
system independent of metals.’’* 


V 


The silver issue never died, but its political strength, which at 
one time almost brought complete success to the bimetallists, 
crumpled under the optimism of rising prices, and dwindled before 
the new issue of imperialism. With the political expediency of 
silver largely destroyed, Del Mar was free to advocate ‘‘a monetary 
system independent of metals.’’ It was a free system which he 
claimed to have found in the ancient world, and it was a free 
system which he prescribed for the modern world. 


‘From the earliest historical periods, money amongst highly civilized 
and commercial communities, has had its distinguishing mark and other 
40 ‘The Historical Aspect of the Monetary Question,"’ Fortnightly Review, April, 1895. 


41 Vide History of Monetary Systems, pp. 328-330. 
2 Barbara Villiers, p. 16. 
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and still more important attributes conferred upon it by law. It is 
from the law, therefore, that these attributes are to be gathered.’’ But 
except for a few instances, the law ‘‘has omitted to describe or limit the 
Sum or Volume of money; an attribute. . . of the most essential conse- 
quence because it determines the value of the whole.’’® 


Del Mar’s reputation rests more upon his advocacy of manage- 
ment than upon the plan itself, for, as might be expected, the plan 
was extremely simple. It was essentially a plan for stable prices— 
stable prices for their own sake, rather than prices which through 
managed movement would provide the proper production, dis- 
tribution, and utilization of the national income. 

The problem of management to Del Mar was a question of fixing 
the quantity of money with reference to a measure of the commu- 
nity’s need for money. To find this objective measure he first 
considers the possibility of absolutely fixing the quantity of 
money, but quickly dismisses the suggestion ‘‘because the sum of 
commodities and services . . . whose value is to be expressed in 
money is continually increasing.’’** The second obvious pos- 
sibility is that money might be limited to a fixed amount per 
capita, but this too would entail a falling price level, for ‘‘capital 
and exchanges in the United States increase somewhat faster than 
population.’’*® The population, he finds, has grown at the rate 
of 3 per cent per annum, while the money supply, ‘“‘though not 
without frequent and injurious, if not dangerous, fluctuations,”’ 
has grown at the rate of 3.3 per cent per annum.‘** If, then, the 
money supply had grown regularly at this rate, instead of spas- 
modically, Del Mar contends that we could have expected stable 
prices.*” 

Del Mar was, to the best of the present writer’s knowledge, the 
first to introduce into economics the 3 per cent figure which today 
has usurped for itself recognition as the almost universal rate of 

43 The Science of Money, pp. 14-15. 

44 Tbid., pp. 113-114. 

45 Ibid., p. 114. 

46 Ibid., p. 115. 

47 Cassel’s argument, while similar, is based upon better logic. Cassel’s first premise 
is that the growth in the supply of monetary gold stocks which did occur between 1850 and 


1910 was sufficient because the price level in England at those two dates was the same.—Vide 
G. Cassel, A Theory of Social Economy, p. 444. 
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growth, for the propriety of the 3.3 per cent rate of growth in the 
monetary stocks of the United States rests not upon the historical 
fact that it occurred, but rather upon the fact that it equalled the 
rate of growth of the physical economy. The manner in which 
he measured this latter rate is extremely interesting. His theory of 
interest states that the rate of interest is determined by the rate of 
growth of the national economy,** and hence ‘‘the rate of growth 
of capital [or physical production] is unerringly indicated by the 
net rate of interest on money.’’*® He had then only to measure 
what he called the ‘‘net’’ rate of interest, and this he found to be 
3.3 per cent. 

Unfortunately, the problem of monetary management is not so 
simple, for the connection between the quantity of money and 
prices is not direct—a point which Del Mar himself stressed, and 
upon which his phenomenon of the precession of prices depends. 
That prices rise in a precession and that time elapses before the 
influence of quantity completes its effect, indicates that something 
other than quantity affects the value of money. We may call it 
‘‘velocity,’’ or “‘the community’s desire to command real re- 
sources,’” but whatever its name, its existence makes the phenom- 
enon of precession explicable, and at the same time demonstrates 
that Del Mar’s plan would provide, not stable prices, but a long- 
period norm about which we could expect prices to fluctuate more 
or less violently. 

If, however, we were prepared to admit that quantity were the 
sole significant factor in determining the value of money, would 
it follow that this quantity M should be made subservient to the 
accidental dimensions of an historical volume of transactions T? 
If Del Mar’s insistence upon the importance of money in an 
exchange economy was more than lip service, then he should be 

48 Del Mar’s theory of interest has been discussed by two writers, Fisher and Knight, both 
of whom misinterpret Del Mar by identifying his concept with the ‘‘organic productivity”’ 
theory of Henry George. The present writer plans to discuss Del Mar’s interest theory, 
together with its modern prototypes as represented by Warren and Pearson and M. D. An- 
derson, in a later paper in this Journal. 

49 The Science of Money, p. 107. ‘Physical production’’ would have been preferable to 
“capital” in this context, although, of course, Cassel, The Theory of Social Economy, p. 62, and 
Warren and Pearson, Prices, p. 279 and Carl Snyder, ‘“The Capital Supply and National Well 


Being,’’ American Economic Review, June, 1936, all state that capital and the physical produc- 
tion of a community grow at the same rate. 
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willing to admit that T itself is subject to the influence of money. 
On what grounds, then, other than full employment, ought we 
limit either M or T? 

The eloquence with which Del Mar portrayed the dependence 
of men upon the institution of money prepares us for a conclusion 
which he does not give—namely, that the goal of monetary man- 
agement is full employment, and not stable prices. The father 
of monetary management mistakes his own child. 
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DOES WAGE REDUCTION AID EMPLOYMENT 
BY LOWERING PRICES? 


H. M. OLIVER, JR. 
Yale University 


The continued existence of widespread unemployment has led 
to many demands that an attempt be made to remedy the evil by a 
policy of wage cuts.! Some of those arguing for wage reductions 
have stressed the advantage that would be gained due to increased 
saving; others have emphasized the price-cost relationship; still 
others have chiefly seen in wage cuts a means of lowering prices. 

This paper is mostly concerned with the last argument: that 
wage reductions will stimulate demand by lowering prices. 
Therefore problems connected with the rate of interest, the profit- 
ability of labor-capital equipment substitution, and the like, will 
not be considered. The discussion will also be limited to experi- 
ence in the United States. 

Within these limits, three sub-questions will be raised: (2) Is 
wage reduction a prerequisite of price reduction? (2) Does wage 
reduction result in price reduction? () What are the effects of 
wage reduction upon the volume of employment? 


I 


Arguments for wage reduction sometimes seem based upon the 
belief that wage cuts are a prerequisite to price cuts. Before 
considering the efficacy of wage cuts in causing price cuts, then, 
this paper will consider the alleged necessity of wage cuts. 

The conclusion that wage cuts are necessary forerunners of price 
cuts follows logically from an oversimplified version of conven- 
tional marginal analysis.? If price is equal to marginal cost, if 


1The shorter term ‘‘wage cuts’’ will be used in place of the more accurate, but more 
cumbersome, one of ‘‘reductions in money wage rates.”’ 

2 By conventional marginal analysis is meant analysis such as is found in at least the 
older textbooks: analysis along the lines of what has lately been called the theory of ‘‘pure 
competition.” 
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gross profits constitute a residual sum, and if interest and rent are 
paid out of gross profits, then in the last analysis only wages 
affect marginal cost and price. 

However, this simplified version of conventional analysis gives a 
distorted picture of the forces determining costs and prices. It 
omits consideration of technological and organizational change; 
it fails to distinguish between the ‘‘wages’’ of which abstract 
theory speaks and the ‘“‘wages’’ which deflationists desire to cut 
during periods of recession; and it is based upon the dubious 
assumptions that industry is operating at increasing marginal costs 
and that price is equal to marginal cost. 

Each of these weaknesses is important; however, as has been 
stated above, considerations of technology and organization will 
be omitted in this paper, since their introduction would take up 
too much time and introduce too many complications. Suffice it 
merely to say that, although technological and organizational 
improvements constitute methods of lowering costs and prices, 
the use of such methods might easily have a short-run depressive 
effect upon employment. 

Confusion of different concepts of wages is responsible for 
faulty reasoning with regard to certain industries. Abstract 
theory calls all income attributable to labor, ‘‘wages.’’ Wage 
reduction arguments, however, are usually directed at actual wage 
rates, and indeed frequently at wage rates in certain industries, 
i.e., those industries where “‘rigid’’ wages are thought to cause 
““sticky’’ prices. 

If the term ‘‘wages’’ is interpreted in this latter, less abstract 
manner, manifestly not even conventional marginal analysis im- 
plies that wage reduction must precede all price reduction. In 
industries where agricultural products are processed, for instance, 
marginal costs would fall if merely agricultural prices would fall.* 
In manufacturing, marginal costs would fall if merely the prices 


3 Since agricultural prices fell by more than one-half during 1929-33, and since agricul- 
tural income in 1929 constituted about 10 per cent of the national income, the fall in agri- 
cultural prices alone would have enabled a 5 per cent fall in the general price level. Income 
figures from Maurice Leven, H. G. Moulton, and Clark Warburton, America’s Capacity to 
Consume, Pp. 152-153. 
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of raw producers’ goods would fall. Thus, even if conventional 
marginal analysis were correct, the reduction of manufacturing 
wages would not be a necessary forerunner of manufacturing price 
cuts. And it is worth repeating that the implication of wage 
reduction arguments sometimes seems to be that such wage cuts 
are essential for lower prices. 

The third weakness in the argument that wage cuts are neces- 
sary forerunners of price cuts is perhaps the most important of the 
three. As stated above, the argument rests upon the assumptions 
that industry is operating at increasing marginal costs and that 
price is equal to marginal cost. Recent evidence strongly suggests 
—although it does not prove—that neither of these assumptions 
is justified. Figures released by the Bureau of Labor Statistics 
and the Federal Reserve Board indicate that at least since 1933 
(when the Bureau of Labor Statistics began compiling complete 
monthly data) most increases in total output have been accompa- 
nied by increases in man-hour output, and most decreases in total 
output have been accompanied by decreases in man-hour output.® 
And this evidence against the assumption of increasing marginal 
costs serves also as evidence against the assumption that price 
equals marginal cost;° for, if a firm operates at decreasing marginal 
costs it cannot charge a price equal merely to marginal cost; if it 
did so, it would not cover even all its variable expenses. 

This evidence is especially worthy of notice. If firms operate 
at decreasing marginal costs, and (as a consequence) charge prices 

4 During 1929-33 the prices of raw producers’ goods did fall by 51 per cent, thus enabling 
a significant fall in manufacturing prices. Figures from F. C. Mills, Prices in Recession and 
Recovery, pp. 296-309. 

5 See Witt Bowden, ‘‘Labor in Depression and Recovery, 1929 to 1937," Monthly Labor 
Review, November, 1937. 

The linear coefficient of correlation for the total output and man-hour output figures 
recorded in Bowden's study is a fairly high positive one, .86. The regression line coefficient 
is also rather high, .17. 

The figures are probably partly distorted by the fact that technological improvement was 
taking place during this period, 1933-1937. However, the fact that decreases in total output 
were generally accompanied by decreases in man-hour output shows that frequently total 
and mar-hour output moved together én spite of technological improvement. 

6 This, of course, is not the only evidence of imperfect competition. See also such studies 


as A. R. Burns, The Decline of Competition, and G. C. Means, Industrial Prices and Their Rela- 
tive Inflexibility. 
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higher than marginal costs, two important conclusions can 
immediately be reached: 

(1) A mere increase in output would lower costs and enable 
reductions in prices, not only by spreading the fixed costs over a 
greater number of units, but also by lowering the variable cost 
per unit. Thus, if price cuts really would cause significant in- 
creases in the volume of sale, they would go a long way toward 
making themselves possible.” 

(2) Prices depend upon producers’ margins (including profits 
‘and returns used to cover fixed costs) as well as upon wages, and 
hence reductions in producers’ margins would serve to enable price 
cuts as well as would reductions in wages. 

Wage cuts are not necessary forerunners of price cuts because 
prices can also be affected by technological and organizational 
change, by fluctuations in the volume of output, and by producers’ 
margins, and non-wage variable expenses as well as by wages. 

The extent of the price cuts which can be secured in this way 
cannot very well be determined. Moreover, the answer to such a 
question depends largely upon whether the economy as a whole, 
or merely one part of it is being considered. 

For the economy as a whole, wages form about 70 per cent, * and 
profits, interest, dividends and the like constitute only about 20 
per cent of total income. For manufacturing, however, wages 
form considerably less than 70 per cent, and profits, plus overhead 
charges not matched by actual expenditures during recession years, 


7 In some industries, among which the auto and the iron and steel stand out, very con- 
siderable cost reductions could be secured by increases in output. 

A comparison of total output and man-hour output figures in the automobile industry 
reveals that the linear coefficient of correlation for 1934-38 was the high positive one of .79. 
The regression line coefficient was also very high, being .55. Correlations figured from 
Federal Reserve Board and Bureau of Labor Statistics published data. 

B. H. Topkis and H. O. Rogers ‘‘Man-Hours of Labor per Unit of Output in Steel Manu- 
facture,"’ Monthly Labor Review, May, 1935, show that as utilization of steel plant capacity 
increases, man-hour output increases rapidly. 

8 Wages here include wages of governmental workers, domestic servants, and agricultural 
workers, whose wage rates do not directly affect prices; these three groups receive about 17 
per cent of the 70 per cent mentioned above. Of the remaining 53 per cent, manufacturing, 
construction, and mining employees receive about 31 per cent, and marketing employees 
receive about 22 per cent. America’s Capacity to Consume, pp. 165-66, Tables 14, 15. Thus, 
even for the economy as a whole, the 70 per cent wage estimate is apt to be misleading. 
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form far more than 20 per cent of total costs;* and price reductions 
can be secured through reductions in both profits and returns 
used to cover overhead. 

For the economy as a whole, wages form about the only impor- 
tant variable cost. For manufacturing, however, the prices of 
raw producers’ goods seem to play a role at least comparable in 
importance to that of wage rates. 

For the economy as a whole, the most important cost reduction 
secured by an increase in output would be that due to the spreading 
of the overhead, although the lowering of average variable costs 
would not be insignificant. For the heavy and durable con- 
sumers’ goods industries, where unemployment is ‘greatest, an 
increase in output would mean a sizeable decrease in average 
variable costs. 

Finally, that the extent of price reduction does not depend 
entirely upon the extent of wage reduction is shown by the fact 
that during 1929-1933 prices fell more than did wages, and during 
1937-1938 prices fell while wages remained roughly constant.'° 

Thus, from a price reduction standpoint, insistence upon greater 
wage cuts during those two periods must logically have been 
based either upon the belief that, while further wage cuts were not 
prerequisites of further price cuts, they nevertheless were a means 
of securing further price cuts; or upon the belief that further price 
cuts of sufficient severity could be secured only if they were preceded 
by further wage cuts; or upon a combination of these two beliefs. 

Examination of these beliefs leads to the question of whether 
or not wage cuts do produce price cuts, and of whether or not one 
can logically speak of ‘‘price cuts of sufficient severity.” 


II 


Whether or not wage reduction does result in price reduction 
involves first of all the question of why firms cut wages. Mani- 


® This statement is based upon the fact that payrolls average only about 60 per cent of 
producers’ margins. Figures from the Statistical Abstract of the United States. 

10 During 1929-33 manufacturing prices fell 31 per cent, manufacturing wages fell 22 per 
cent, and the prices of raw producers’ goods 51 per cent. Figures from F. C. Mills, Prices 
in Recession and Recovery, pp. 296-309. 

During 1937-38 manufacturing prices fell 8 per cent, manufacturing wages fell less than 2 
per cent, and the prices of raw producers’ goods fell by 16 per cent. Bureau of Labor Statis- 
tics figures. 











338 H. M. OLIVER, JR. 


festly, if firms cut wages in order to lower prices, wage reduction 
will result in price reduction. But if firms cut wages for some 
other reason, price reduction need not necessarily follow. 

At least one other purpose lying behind wage cuts might be the 
curtailment of losses, or the protection of what have been called 
‘producers’ margins.” And during 1929-1933, the last period of 
important general wage cuts, this purpose seems to have been the 
chief one. Evidence seems to suggest—although it does not prove 
—that this purpose was more important than that of price com- 
petition. Comparison of wage costs with total variable costs 
and total value of manufactured goods, comparison of total wage 
costs with the total retail value of the final product, and a Na- 
tional Industrial Conference Board report on wages and employ- 
ment,'! all seem to indicate that, during 1929-1933, in most in- 
dustries wage reduction was not sought chiefly as a means of 
lowering prices. 

If a firm lowers prices, it does so because it believes that the 
demand for its product is fairly elastic, because it is not afraid of 
spoiling the market for the future, and because it does not fear 
that its competitors will take the price cut as the signal for the 
start of ‘‘cut-throat competition.’’ If a firm cuts wages in order 
to lower prices, it does so because wage costs constitute a suffi- 
ciently great percentage of total value for a wage reduction to make 
possible a significant reduction in price. In some industries, 
among which the garment industries stand out, all these conditions 
were present in 1929-1933 and wage reductions were indeed desired 
for the purpose of price reduction. In most industries, however, 
either one or more of these necessary conditions seem to have been 
absent: either demand seems to have been inelastic, or firms were 
afraid of spoiling the market, or cut-throat competition was 
feared, or wages were not a very great part of total value, or a 
combination of two or more of these conditions was present. 

That those in charge of price policy did not believe demand to 
be very elastic in such industries as the automobile and the iron 
and steel industries, seems obvious. A mere increase in output 
would have lowered their costs considerably, yet they did not 
lower price in the hope of expanding sales. 

Evidence that price competition was not the chief motive behind 


1 Salary and Wage Policy in the Depression. 
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wage cuts, however, can best be sought in an examination of the 
comparative importance of wages and other elements of price. 

Here a distinction needs to be made between the importance 
of wages in manufacturing as a whole and the importance of the 
wages paid by an individual firm. For manufacturing as a whole 
wages form by far the most important variable cost and constitute 
a very great percentage of total value. Therefore, if all manu- 
facturing firms should cut wages and pass the wage reduction on 
in the form of price cuts, the reduction that would take place in 
wages and in material and fuel costs would enable the prices of 
final products to be cut by a percentage comparable to that of the 
wage cut. 

But for individual firms the situation is quite different. As 
stated above, in only a few industries do wages form more than 
35 per cent of total variable expenses; in most industries the range 
is from 20 to 30 per cent. Moreover, wage costs form an even 
smaller percentage—only from 16 to 25 per cent—of total value." 
Thus an individual firm cannot expect a wage cut of 25 per cent to 
make possible more than a price cut of 4 to 6 percent. It cannot 
confidently expect that, because it cuts wages and prices, all other 
firms will do the same and thus greatly reduce its material costs. 

Even during so-called ‘‘normal’’ times, few firms could expand 
sales much by cutting prices 4 to 6 per cent. During the depres- 
sion periods like 1929-1933, when demand for most products 
seems ‘‘discontinuous,’’ price cuts of from 4 to 6 per cent would 
appreciably stimulate sales in only a very few highly competitive 
industries.1* 

This would be true even if the firm cutting price were not one 
faced with certain situations which made very substantial price 
reductions necessary for sales to be increased at all. Such a situa- 
tion would be present: (1) if the firm were in an industry where 
the prices at which goods could be marketed were well established 
at widely separated levels;' (2) if the firm’s product were chiefly 


12 Figures from the Statistical Abstract of the United States. 

13 Even here they would appreciably stimulate sales only if the other firms did not ém- 
mediately follow suit. In highly competitive industries, however, fear of spoiling the market 
and fear of reprisal competition are by definition absent. 

4 This statement is included at the suggestion of G. W. Taylor of the University of Penn- 
sylvania. 
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used in the manufacture of other goods and formed a not very 
important part of the cost of those final goods; (3) if the firm’s 
price were not as important as various middlemen’s charges in 
determining retail price. In any of these three cases it is highly 
doubtful that even a complete abolition of manufacturing wage 
costs would significantly lower the final price and expand sales 
and output. 

Thus, it appears that in only a comparatively few industries, 
where wage costs are far above average in importance, where the 
product is a finished one, and where manufacturing price is more 
important than middlemen’s margins, would price reduction 
reasonably be an incentive for wage cuts. 

This conclusion is strengthened by a National Industrial Con- 
ference Board report on wages and employment. According to 
this report, employers cut wages only after discharging workers, 
and did both for the same purpose: to diminish losses. That the 
curtailment of losses could have been an important incentive 
for wage cuts is shown by the fact that, while payrolls form 
only a small part of total expenses and an even smaller percentage 
of total value, they are usually from one-half to two-thirds the 
size of total returns to capital (including returns used to cover 
fixed costs); while, in a particular firm, wage cuts do not usually 
make possible significant price cuts, they do enable the return to 
capital to be increased by a significantly great percentage. 

Because in 1929-1933 wage cuts seem not to have usually been 
made for the purpose of lowering prices, does not necessarily mean 
that they did not finally result in lower prices. They might, 
for instance, have helped create the unfavorable expectations 
stressed by the Stockholm economists, and thus have tended 
to push prices lower. Again, they might have served to reduce 
the propensity to consume and thus have helped to push prices 
downward. But if wage cuts served to lower prices only by 
decreasing investment and consumption demand, they manifestly 
were not a recovery measure; they were the opposite. Only if 
price cuts were the direct and intended effects of wage cuts, could 
price reduction brought about by wage reduction have any chance 
of promoting recovery. 


15 See Salary and Wage Policy in the Depression. 
16 Figures from the Statistical Abstract of the United States. 
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Furthermore, that even wage cuts directly producing price cuts 
are helpful cyclical measures, is a statement subject to dispute. 


Ill 


Evidence cited above seems to suggest that wage reductions 
take place for two different purposes: in most industries, for the 
purpose of protecting producers’ margins; in some industries, for 
the purpose of cutting prices. If these conclusions are correct, 
the effects of wage reductions will have to be considered under 
two different headings. Obviously, the purpose of the wage cut 
might help to determine the result. 

If wage cuts were made for the purpose of protecting producers’ 
margins, the way in which they might be expected to promote 
recovery would be the strengthening of the inducement to invest. 
Manifestly, from the consumption side, such wage cuts would 
depress, rather than stimulate, production and employment. If 
wages were cut and prices remained the same, and no other change 
took place, the transfer of income from wage earners to employers 
would result in a diminished propensity to consume. Thus a 
combination of stable prices and lower wages would depress 
production, unless the increase in the producers’ margin served 
at the same time to stimulate investment. 

Whether or not such an increase in the producers’ margin would 
stimulate investment, would depend upon a number of circum- 
stances. If the wage cut merely meant that net losses were smaller, 
not that net profits were greater, increased investment would 
hardly take place; and, during times of recession, a reduction in 
net losses is about all that wage cuts can usually be expected to 
accomplish. Again, if investment were not increased immedi- 
ately after the wage cut, but instead were postponed, as managers 
either waited for new orders or waited to see what the economy as 
a whole was doing, the postponed investment would probably 
not materialize at all, as the decrease in effective purchasing power 
would begin to make itself felt and would cause a further deepening 
of the recession. 

Thus, only if the wage cut actually caused profits to appear, and 
if those profits aroused optimism and belief in the profitability of 
additional investment, would a combination of stable prices and 
wage cuts help promote recovery. That profits probably would 
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not appear, is indicated by the experience of 1932, during which 
year many firms cut wages considerably more than they did prices, 
yet failed to experience profits. And that wage cuts would prob- 
ably not engender optimism, is indicated by a poll taken by For- 
tune magazine.'’ According to this poll, an overwhelming major- 
ity of those questioned, including a substantial majority of the 
employers questioned, replied that they did not think that general 
wage cuts would promote recovery. 

The other way in which wage cuts might be thought to help 
promote recovery is the reduction of prices and the consequent 
stimulation of sales. However, as stated above, there does not 
appear te be very good evidence that wage cuts usually do directly 
cause price cuts; rather the evidence is to the contrary. And, fur- 
thermore, the statement that wage cut-engineered price cuts will 
stimulate purchases, is a statement open to question. 

Price cuts will undoubtedly lead to increased purchases if 
demand as a whole is elastic and if effective monetary purchasing 
power as a whole is not reduced as much as prices. But both of 
these conditions must be present if price cuts are to increase pur- 
chases, and during periods of cyclical wage cuts, the combined 
presence of the two conditions is rarely found. 

During depression, purchases of many goods are cut to the 
minimum; such seems to be the case in the production goods and 
the durable consumers’ goods industries, the two general types of 
industries in which cyclical unemployment is the greatest. Fur- 
thermore, it is not at all certain that ‘‘depression psychology”’ 
does not often lead to the existence of inverse elasticity of demand; 
that is, to consumers’ postponing purchases when they see that 
prices are beginning to fall. Thus, even if effective monetary 
purchasing power remained the same, it is not at all certain that 
price reductions would stimulate purchases and employment. 

When price cuts follow wage cuts, the efficacy of price reduction 
as a recovery measure is even more dubious. Total effective mone- 
tary purchasing power is directly decreased,'* and total real pur- 


"7 July, 1938, pp. 79-80. 

18 This ‘‘inverse elasticity’’ of demand is probably partly due to consumers’ fears that 
falling prices presage a decline in their monetary incomes. 

19 Or, in Keynesian terms, the propensity to consume is weakened. 
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chasing power is increased only if the wage and price cuts do not 
arouse unfavorable expectations concerning the future. If price 
and wage reductions cause business men to expect further declines 
in prices, or if it leads them to believe that the recession is deepen- 
ing and that the future volume of orders will be even smaller than 
the present, it will probably cause postponement of production and 
further curtailment of all but the most necessary investment ex- 
penditures. Likewise, if consumers look upon price and wage 
cuts as a sign that either prices will fall farther in the future, or 
that their income will be cut farther in the future, they will tend 
to postpone and curtail expenditures, with the result that the re- 
cession will be deepened. 

Thus, the efficacy of price cuts as well as the efficacy of moves to 
increase producers’ margins, seems to depend largely upon the ex- 
pectations that are aroused by the declines in prices and wages. 
As stated above, the Fortune poll indicates that most people, in- 
cluding most employers, would not interpret wage cuts optimisti- 
cally. And 1929-1933 seems to furnish evidence that price cuts 
probably will not end a major recession. During 1929-1933 
manufacturing prices fell 31 per cent and raw material prices fell 
51 per cent, yet the volume of sales continued to fall. 

Perhaps, at the beginning of recessions expected to be mild, wage 
cuts that did cause profits to reappear, or wage and price cut com- 
binations that did not awaken ‘‘depression psychology’’ would 
serve to promote recovery. It is at least possible, however, that 
even in such instances, memory of the futility of similar measures 
in 1929-1933 would serve to awaken pessimism. Many aspects 
of ‘‘depression psychology’’ may well be a lasting feature of the 
post-1929 economy; probably one important reason why the 1937- 
1938 recession was so severe was that fears of 1929-1933 still 
lingered in the minds of consumers, investors, and entrepreneurs. 











THE MEMPHIS POWER AND LIGHT DEAL 
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Southwestern 


On May 10, 1939, representatives of the city of Memphis and 
representatives of the Memphis Power and Light Company signed 
a contract under which the city acquired a gas and electric dis- 
tribution system which makes it the largest municipal utility 
operator in the South. Memphis is now the fifth largest city in 
the United States with a municipal electric system, the fourth 
largest city with a municipal gas system, and the largest city with 
both a municipal gas and a municipal electric system.! The 
Memphis power and light deal is the largest business transaction 
ever made in Memphis. The purpose of this article is to give the 
background and trace the history of the negotiations that resulted 
in the acquisition of the property by the city. 


I 


In 1915 there occurred an incident which has colored the rela- 
tionship between Memphis and its public utilities for nearly a 
quarter of a century. For two years prior to 1905 the Memphis 
Consolidated Gas and Electric Company had been the only com- 
pany of its kind in the city. On February 24, 1905, the Merchants 
Power Company received a 25-year franchise, with the city retain- 
ing an option to purchase its plant any time after ten years. In 
1915 E. H. Crump was elected mayor for a third term and began to 
negotiate the purchase of the Merchants Power Company. On 
November 4, however, after a crusade led by the utilities and The 
Commercial Appeal, Mr. Crump was ousted from office on the charge 
that he had failed to enforce the state prohibition law. The city 


1 Municipal Year Book 1939, pp. 181, 182. 

* Pamphlet prepared by Mark Eldredge, Chief Engineer, Memphis Power and Light Com- 
pany, on the History of Electric Power and Light Supply in Memphis, and issued by the company 
in 1932. 
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books were carefully audited and Mr. Crump and his friends have 
always felt that the power interests were disappointed in being 
unable to find financial irregularities which would have enabled 
them to send him to the penitentiary. Shortly after being ousted 
as mayor Mr. Crump was elected county treasurer, an office that 
paid rich fees. He held that office until 1924 when, except for two 
terms in Congress, he retired from office holding. 

Mr. Crump’s political power has gradually increased, along with 
his real estate and insurance business, until, while he holds no 
public office, probably no other city in the United States is so com- 
pletely controlled by one man as Memphis is controlled by him. 
He delights in such statements as these: “‘Until I came along the 
Wall Street vultures almost ruled Memphis unopposed,’’* and, 
‘““We have had experience with the power trust monopoly and 
wouldn't trust them any further than a prudent animal trainer 
would trust a purring tiger."’* There is little exaggeration in the 
statement that Memphis enjoys the benefits and endures the dis- 
advantages of dictatorship. As the Memphis Press-Scimitar 
expressed it editorially, “‘His undoubted concern for efficient 
government, his usual quick appreciation of the needs of people, 
his vision for the future of the city—these things have so won the 
admiration and esteem of his fellow citizens that they have en- 
dured the bossism that went with them even though that bossism 
has had its sinister aspects.’’® 

Competition between electric companies had no better results in 
Memphis than elsewhere and on January 2, 1917, the city gave the 
Memphis Consolidated Gas and Electric Company and the Mer- 
chants Power Company the right to consolidate. The Memphis 
Gas and Electric Company, a new corporation, took over the 
properties of both companies on August 1. Rising costs and fixed 
utility rates prevented its operating on a profitable basis. 

Up to this time the regulation of public utilities in Tennessee 
had been in the hands of the municipalities. The utilities of the 
state decided they would fare better under state regulation and 
were successful, in February, 1919, in spite of the opposition of 

3 The Commercial Appeal, June 7, 1939. 


4 Ibid., December 4, 1938. 
5 Editorial, June 9, 1939. 
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Memphis, in getting the work of the Tennessee Railroad Commis- 
sion enlarged to include the regulation of utilities. The Memphis 
Company filed an application with the commission in July asking 
for emergency relief in the form of increased rates to remain in 
effect until an appraisal of its properties could be made and a rate 
base and rate of return determined. Memphis opposed the ap- 
plication and the commission denied it. Interest on the com- 
pany’s bonds was defaulted January 1, 1920, and receivers were 
appointed by the Federal District Court. ° 

On January 6, 1920, the company again filed application for 
emergency relief and an increase in gas rates was granted. Because 
of the threatened breakdown in gas and electric service resulting 
from the financial condition of the company, the city authorities, 
on October 16, joined with the company in an application for 
further emergency relief. The cooperation of the city was quali- 
fied by two conditions: the security holders of the company must 
buy or cause to be bought $450,000 worth of receiver's certificates 
and the improvements to be made with the new money must con- 
form to the views and recommendations of Mr. F. G. Proutt, 
prominent Memphis engineer. The petition was granted. 

In order to arrive at a rate base engineers were appointed by the 
commission, the city, and the company. Upon the recommenda- 
tion of the Interstate Commerce Commission the state commission 
employed the firm of Hagenah and Erickson of Chicago to make an 
appraisal of the property. Mr. Proutt represented the city and 
Mr. C. K. Steig represented the company. 

Mr. Hagenah testified that in his judgment $10,700,000 would 
constitute fair value. Mr. Proutt set a maximum based on 
original cost at $9,775,338. After a consideration of these apprais- 
als the Railroad and Public Utilities Commission, in an order 
dated February 8, 1921, fixed a rate base of $10,100,000 for all the 
properties of the Memphis Gas and Electric Company as of July 1, 
1920. 

The commission provided that the rate base should be changed 
from time to time, by adding to it additions to the property, and 
deducting from it obsolete property of every kind. The minimum 


® Railroad and Public Utilities Commission, Opinion and Order, February 8, 1921. 
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rate of return was set at 63 per cent and the maximum at 73 per cent. 

Late in 1921 the Electric Bond and Share Company and Isidore 
Newman and Son of New Orleans organized the first National 
Power and Light Company’ for the purpose of acquiring certain 
investments, among which were securities of the Memphis Gas 
and Electric Company.* The National Power and Light Company 
entered into a contract with William M. Flook, president of the 
Memphis Gas and Electric Company, under which Flook caused 
bonds of the Memphis Consolidated Gas and Electric Company 
and of the Merchants Power Company, both of which were bond 
obligations of the Memphis Gas and Electric Company, to be 
deposited for sale to the National Power and Light Company. 
National paid for these bonds in its own securities. 

Under an agreement with its agent, Mr. F. B. Odlum, National 
Power and Light transferred its securities in the Memphis com- 
panies to Odlum, who used them to purchase all the properties 
and assets of the Memphis Gas and Electric Company at judicial 
sale November 15, 1922. These properties and assets, with minor 
exceptions, were turned over to a new corporation, the Memphis 
Power and Light Company, ownership of which was vested in the 
National Power and Light Company. 

Mr. Asel R. Colbert, examiner for the Federal Trade Commis- 
sion, found that the net cost to National of the 400,000 shares of no 
par common stock of the Memphis company was $7,516,224.15.° 

The Memphis Power and Light Company began operations 
January 1, 1923, and was a very profitable concern throughout its 
entire life. The average earnings available for common stock 
during the 16-year period 1923-1938 was $981,224.57 or a return 
of 13 per cent on the investment. The dividends during the same 
period averaged $634,000 or 8.45 percent. The difference between 
earnings and dividends, which amounted to $5,555,593.12, was 
largely offset by losses incurred through the company’s relation- 
ship with the Memphis Street Railway Company. 

Between March 1, 1921, and July 1, 1924, the property, under 
the receivers and the Memphis Power and Light Company, col- 

7 Senate Document 92, Part 25, 7oth Congress 1st Session, p. 494. 

8 Ibid., p. 521. 
9 Ibid., p. 676. 
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lected a considerable amount in excess of the maximum return of 
7% per cent upon its rate base permitted under the order of March 1, 
1921. In accordance with the practice of the period, the com- 
mission increased the allowable rate of return, effective July 1, 
1924, to 8 per cent. Furthermore, the order was retroactive to 
March 1, 1921, and therefore allowed the company to retain its 
excess earnings. 

The average return on the rate base during the five years 1927- 
1931 inclusive was 8.6 per cent. The high earnings during this 
period are indicative of negligence not only on the part of the state 
commission but also on the part of the city administration in fail- 
ing to initiate proceedings before the commission. 

Mr. T. H. Tutwiler, president of the company, was of the opin- 
ion that the electric rates should be voluntarily reduced. He 
argued that such a reduction would create good will for the com- 
pany and result in greater consumption of electricity. He also 
warned that failure to lower rates would eventually involve the 
company in political difficulties. However, Mr. H. C. Abell, 
who was vice president of Electric Bond and Share Company, 
president of National Power and Light Company, and chairman 
of the board of Memphis Power and Light Company, was not a 
man to grant a voluntary rate reduction under any circumstances. 
This, and other similar issues between the two men, led to the 
resignation of Mr. Tutwiler in 1930. 

Finally, in 1932, the commission asked the utility to show cause 
why some reduction should not be made in the rates charged for 
electric energy. Representatives of the city and of the utility ar- 
gued the case vigorously before the commission on May 9. 

The rate base was the central point at issue. Walter Armstrong, 
attorney for the company, argued that its ‘“‘rate base, its re- 
serves, its rate of return, and all its operations are and have been, 
since the organization of this company, under the careful scrutiny 
and supervision of this Honorable Commission.’’!° The city re- 
plied that “‘the Memphis Power and Light Company has increased 
the rate base at will and in its own way, without objection by 
this Commission and the time has come for Your Honors to step 


10 Hearings, Docket No. 1718, Vol. 1, p. 6. 
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in and do some paring for the benefit of the public.”""" Mr. 
Proutt, engineer for the commission and former representative of 
Memphis before the commission, pointed out that at the time the 
rate base was established the commission also ordered that all net 
capital investments should be added to the rate base. He asserted 
that all expenditures made since that time had been treated under 
the details of that order. 

The commission found that the company’s earnings were in 
excess of the rate of return established in 1924 and ordered that 
electric rates be reduced by approximately 12 per cent. Further- 
more, the provision that the utility should be allowed to earn 8 
per cent on its rate base was eliminated and there has been no 
definite allowable rate of return since that time. 


II 


Memphis has long been interested in the development of Tennes- 
see River power. A bill giving it the authority to build, own, and 
operate a transmission line between Memphis and Muscle Shoals 
was passed by the state legislature in 1925.1* Congressman E. H. 
Crump made his first visit to Muscle Shoals early in January, 
1932, and stated that he did not ‘‘want to see the power trust 
gtab off such a valuable prize.’"* Later in the month Senator 
McKellar was being roundly criticised by the Chattanooga 
Chamber of Commerce because of his advocacy of government 
operation of Muscle Shoals. He replied that his position on the 
issue had not changed in ten years." 

Franklin D. Roosevelt, President-elect, spent January 21, 1933, 
at Muscle Shoals and predicted that its operation would mean 
great things for the Tennessee Valley. Memphis took immediate 
steps to be ready to take advantage of any opportunity to obtain 
cheap power. On April 11, Mayor Overton and the city commis- 
sion announced the appointment of a commission to make a study 
of the Roosevelt power program and the possibility of transmit- 
ting cheap electric power to Memphis. 

11 Reply Memo. for City of Memphis, Docket No. 1718. 

12 Private Acts of Tennessee, 1925, Chap. 522. 


13 The Commercial Appeal, January 4, 1932. 
14 Memphis Evening Appeal, January 25, 1932. 
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David E. Lilienthal, power director of TVA, visited Memphis 
October 17, 1933. Until that time the city had expected to have 
to pay for the construction of a transmission line but Lilienthal 
brought the news that if TVA engineers found a potential market 
sufficient to justify the construction of such a line it would be 
built with government funds.'* Mr. Crump stated that he 
thought the company should be given a fair opportunity to 
give cheaper rates but that if it failed to do so he hoped the city 
would.'® A few days later Lilienthal, in a letter to Scott Fitz- 
hugh, chairman of the Memphis Muscle Shoals Commission, made 
it clear that TVA power could be sold and distributed by the 
Memphis Power and Light Company only if the supply of elec- 
tricity were not pre-empted by cities owning their distributing 
systems. !? 

The Memphis Power and Light Company in its 1933 Annual 
Report to Stockholders called attention to the interest of Memphis 
in TVA power and added, “‘It is impossible at this time to predict 
how this situation might further develop, or to what extent the 
stockholders and other security holders of your Company might 
be affected.’’!® 

Memphis was preparing to petition the commission for lower 
electric rates again when the company volunteered a reduction. 
On December 18, 1933, it was announced that representatives of 
the city, the company, and the commission had agreed on a re- 
duction of approximately 14.5 per cent to go into effect February 1, 
1934. The Commercial Appeal took the position that the rate re- 
ductions of 1932 and 1934 had narrowed, if not entirely eliminated, 
the differential between electric rates in Memphis and the rates 
that would be possible with TVA power, and that municipal 
ownership would be economic waste.!® 

On May 15, 1934, on the advice of a TVA official, R. Husselman, 
consulting engineer of Cleveland, was engaged to make a survey of 
the cost of constructing and operating an electric system for dis- 


15 The Commercial Appeal, October 18, 1933. 
16 Press-Scimitar, October 17, 1933. 

17 Press-Scimitar, October 23, 1933. 

18 Annual Report, p. 3. 

19 Editorial, December 19, 1933. 
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tributing TVA power in Memphis. A week later the actual 
survey began and on August 14, Husselman reported that such a 
system could be built for $7,867,000 and that TVA power could be 
furnished at a 45 per cent reduction in rates. The Husselman 
report bears earmarks of having been made with the idea of win- 
ning public support for TVA power and of discounting the value of 
the property of the Memphis Power and Light Company. It 
is clear that the maximum capacity of the system he proposed 
would not have exceeded the initial load which would have been 
required under the depressed business conditions prevailing at that 
time. 

In the light of subsequent happenings it is interesting to note 
that Husselman expressed the opinion that negotiations to pur- 
chase the Memphis Power and Light Company property ‘‘would 
unquestionably involve the complete segregation of the electric 
and gas utilities’’ because the city would not be interested in ac- 
quiring the gas business.?° 

On September 25 the city commission passed an ordinance calling 
a bond election for November 6, the date of the general election, 
to approve municipal bonds of not more than $9,000,000 to ac- 
quire, by purchase or erection, an electrical distribution system 
for TVA power. The Memphis Power and Light Company in- 
sisted that Husselman had underestimated costs to such an extent 
that the construction and operation of the proposed plant would 
result in serious and recurring losses to the city. 

TVA cooperated in building up public opinion for the election. 
Dr. A. E. Morgan, chairman of the TVA, spent October 18 in 
Memphis and made several talks on TVA and its development. 
Two days later Lilienthal appeared and spoke to an audience of 
2,200 under the auspices of the Shelby County Young Democrats 
Club. Three days later Earle S. Draper, director of Land Planning 
and Housing for TVA, addressed the Rotary Club of Memphis. 

The Power and Light Company and others who opposed the 
move made no campaign against the bond election. The company 
expressed the opinion that Tennessee laws governing expenditures 
of corporations with reference to elections prohibited it from pre- 
senting its position to the people. Under such favorable circum- 


20 Husselman Report on Electrical Distribution System for City of Memphis, p. 52. 
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stances the Crump organization's 32,735 to 1,868 victory was not 
surprising. The 17-1 ratio was, however, in marked contrast to 
the 2-1 votes in Knoxville and Chattanooga and the rejection in 
Birmingham. The next step was to contract with TVA to furnish 
power to Memphis. 

For almost a year after the bond elerrior ~he Memphis power 
program made little progress because ti 1VA had to await the 
construction of additional dams before it could supply Memphis 
with electricity. But on November 23, 1935, Memphis and the 
TVA signed a 20-year contract. Under its terms the Light Board 
agreed to pay the standard TVA wholesale rates and obtained 
authority to add a surcharge to the standard TVA retail rates. 
TVA agreed to build transmission lines to the Memphis gateway 
as soon as the city could work out a means of building or pur- 
chasing a distribution system. 

Prior to the signing of the contract Major Thomas H. Allen, 
chairman of the Light and Water Board, approached officials of 
the Memphis Power and Light Company with the idea of trying to 
buy their electric properties. The power company officials re- 
plied that their property was not for sale at any time or at any 
price and made the counter suggestion that they be allowed to 
purchase TVA power and distribute it at TVA rates plus sur- 
charges. Major Allen agreed to consider any definite proposal 
the company might make. He recognized, however, that this 
suggestion was contrary to TVA policy which he had no desire to 
see modified. 

In the meantime the city applied for a $10,000,000 PWA loan 
and grant to build its own system. These funds would not be 
available in case the city decided to buy the existing system, in 
which case it was expected that the $9,000,000 bond issue author- 
ized in 1934 would be sold. 

At the suggestion of the power company representatives, nego- 
tiations were delayed until after the decision of the Supreme Court 
in the Ashwander Case. This decision, handed down on Febru- 
ary 17, 1936, applied only to the sale of power from Wilson Dam, 
which was declared to be constitutional on the ground that it was 
built for the production of munitions and to aid navigation.?! 


21 Ashwander v. Tennessee Valley Authority, 297 U.S. 288. 
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The company still hoped that a later case would deny the constitu- 
tionality of the sale of power from other dams, but the city was 
confident that all other TVA dams could be proved, to the satis- 
faction of the court, to have been designed for navigation and flood 
control and that the production of power was incidental. 


Ill 


After weeks of secret negotiations upon a proposal from the 
company, its terms and rejection were announced. The company 
offered to grant an immediate reduction in electric rates that would 
save the customers not less than a million dollars annually. 
Major Allen estimated that the proposed rates were equivalent to 
a surcharge of 37.6 per cent on standard TVA rates whereas in 
other TVA towns there was no surcharge on electricity used in 
residences and only 10 or 15 per cent on industrial and commercial 
electricity.22 On March 21, 1936, Major Allen announced that 
since the power company would not consider a proposal that it 
sell its properties it was the intention of the Board of Light and 
Water Commissioners to build a distribution system. 

On the same day that the city announced its rejection of the 
company’s offer to distribute TVA power, the State Railroad and 
Public Utilities Commission issued an order to the company asking 
it to show cause why its electric rates should not be reduced. 
The earnings of the company were clearly high enough to justify a 
reduction but Mayor Overton immediately announced that the 
city would fight the reduction and the Press-Scimitar openly 
charged that ‘‘the state commission was only trying to help the 
local utility meet TVA competition.’’** Perhaps a more likely 
explanation is that the show cause order was a part of the election 
year activities of the commission. 

Husselman was retained by the city on April 13 to design and 
build an electric system. Provision was made in the contract for 
its cancellation in case the city purchased the Memphis Power and 
Light Company facilities. On May 7, Major Allen submitted a 
proposal to the company offering to purchase all of its electrical 
properties and facilities, including the steam plant, at a fair and 


22 The Commercial Appeal, March 19, 1936. 
*3 Editorial, March 31, 1936. 
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reasonable price to be ‘‘accurately determined by survey and ap- 
praisal to be made by, or under the control and direction of, the 
Federal Power Commission.’’* 

The hearings held on May 20 and 21 by the state commission 
on its show cause order were unusual. The City Attorney, Mr. 
Wm. Gerber, charged that the company’s answer to the order was 
so ‘‘brief and feeble’’ as to make it clear that it desired ‘‘a rate re- 
duction in the hope that it may defeat the will of the people... .”” 
He insisted that a rate reduction ‘‘upon the speculative basis that 
such a reduction will increase the consumption of electricity— 
would be illegal, unwarranted and in violation of existing law.’’*® 

The Assistant City Attorney, Mr. Abe D. Waldauer, presented 
an intervening petition in behalf of two women who held pre- 
ferred stock in the Memphis Power and Light Company. He 
argued that it was ‘‘greatly to the interest of the petitioners that 
the rates of the Company be left undisturbed, so that there will be 
no default upon the part of the Company in the payment of the 
dividends which said Company has undertaken to pay to 
the petitioners. .. .’'*6 

The testimony of Mr. Malcolm R. Williams, chief engineer of 
the commission since 1925, revealed the ineffectiveness of the com- 
mission’s regulation of the company’s rate base. He expressed 
the opinion that the rate base was a fair one but admitted that he 
had just taken the company’s figures as reported, that he had 
never made a physical examination of the property to determine 
what obsolete property should come out of the rate base and that 
the company might have left items in the rate base that should 
come out. 

After two days’ testimony the hearings were adjourned, subject 
to the call of the commission, to allow time for additional exhibits 
to be prepared. The commission never saw fit to call for further 
hearing of the case and the rates were left unchanged. 

Major Allen wrote to the company on August 18, indicating 
that, since the Light and Water Commission had received no 


24 Press-Scimitar, May 7, 1936. 
25 Hearings, Docket No. 1963, p. 11. 
26 Ibid., pp. 15, 16. 





























MEMPHIS POWER AND LIGHT DEAL 355 


response to its offer of May 6, it was convinced that nothing 
could be accomplished by further negotiations, so long as the 
fundamental attitude of the company remained unchanged, and 
consequently the commission was proceeding with the construc- 
tion of a municipal system. 

On the following day the company took two legal steps. It 
filed a long bill of complaint in the local chancery court asking 
that the city be enjoined from going ahead with construction. 
The bill protested against the repeated demands that it sell its 
electric properties to the city and remonstrated that the value 
of such properties was greatly in excess of the $9,000,000 maxi- 
mum principal amount of bonds the city was authorized to use in 
acquiring an electric system.?” It referred to the May 6 offer as a 
demand that the company sell at a price determined by ‘‘one of the 
Federal agencies assisting in carrying out the unlawful national 
power program... .""** It also stated that in reply to the offer 
of May 6 the company had suggested a new plan to the city under 
which the company would distribute TVA power and would 
charge the same rates as those proposed by the city plus only such 
an amount as would be necessary to cover taxes on its electric 
properties.?® 

The city asked that the suit be dismissed and after concluding 
hearings on the case on September 30, the chancellors announced 
their decision from the bench dismissing the suit. The company 
appealed to the State Supreme Court, which, on March 27, 1937, 
affirmed the decision of the chancellors. 

The other legal step taken by the company on August 19, 1936, 
was in conjunction with 17 other utility companies in applying to 
the United States District Court for the Eastern District of Tennes- 
see for a preliminary injunction to restrain TVA from continuing 
with its program. Judge John J. Gore granted the request Decem- 
ber 22, 1936. The injunction forbade the construction of certain 
electric facilities, including the proposed TVA substation at 

27 Bill of Complaint, p. 44. 


28 Ibid., p. 48. 
29 Ibid., p. §2. 
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Memphis, but did not prohibit the construction of the transmis- 
sion line from the Tennessee River. 


IV 


The Roosevelt victory, in November 1936, brought additional 
assurance that Memphis would receive TVA power. City officials 
were interested also in the fact that a Crump supported candidate, 
Leon Jourolman, was elected to the state commission, which, 
according to Mr. Crump, had been owned by the railroads and the 
power monopoly for 40 years. Although Shelby County has only 
about 12 per cent of the population of the state it had given Jourol- 
man half of his votes in the August primary and thereby deter- 
mined his election. Crump boasted that Jourolman’s victory was 
a ‘‘forerunner of what can be done two and four years from now if 
the other commissioners do not take a more positive stand for the 
people.’’*° 

The city sold $3,000,000 principal amount of 3? per cent bonds 
on June 1, 1937, in order to secure funds to carry on the construc- 
tion of its distribution system. Only one bid, that of a syndicate 
headed by a St. Louis bank and participated in by the three leading 
banks of Memphis, was received. Eastern banks did not want to 
offend private utilities and were hesitant about providing funds 
for a competing system. Mayor Overton accused Wall Street of 
attempting to choke Memphis off from funds with which to build 
its system.* 

A three-judge Federal Court heard the attack of the eighteen 
companies on the constitutionality of the TVA program in Chat- 
tanooga during November 1937 and on January 21, 1938, a decision 
was rendered upholding TVA. Announcement was made that 
the case would be carried to the Supreme Court. 

In the meantime the Supreme Court had, on January 3, approved 
the constitutionality of PWA loans and grants for construction of 
distribution systems, holding that even though a utility’s ‘‘busi- 
ness be curtailed or destroyed by the operations of the municipali- 
ties, it will be by lawful competition from which no legal wrong 


3° The Commercial Appeal, November 8, 1936. 
31 The Commercial Appeal, June 2 and Press-Scimitar, June 3. 
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results.’’*? Two weeks later Memphis was awarded a PWA grant 
of $3,092,000 to be used in the construction of its power system, 
the injunction obtained by the company April 4, 1936, having 
been dissolved as a result of the Supreme Court's decision. 

Shortly afterward, Mr. Vance Alexander, president of the Union 
Planters Bank, with which the Memphis Power and Light Com- 
pany did most of its banking business, was in New York and gave 
support to the advice the National Power and Light Company 
had been receiving from its Memphis attorneys, by calling to the 
attention of National's officers the fact that the city was getting 
pretty far along with its construction, that it was not just bluffing, 
and that the situation was probably more serious than had been 
realized in New York. 

Mr. Sawyer, president of the National Power and Light Com- 
pany, came to Memphis and on March 31, 1938, accompanied by 
Mr. O'Brien and Mr. Walter Armstrong, conferred with Mayor 
Overton and was told that the Memphis Light and Water Board 
would represent the city in any negotiations regarding the pur- 
chase of the property of the company. It was, however, under- 
stood that any deal made by the board would have to be approved 
by the city commission. The arrival of Mr. Sawyer was the 
first indication that the company would consider selling its 
property. 

Mr. Sawyer stayed in Memphis during the entire month of April 
and was in the city intermittently for conferences during May and 
the early part of June. Early in the negotiations Mr. Sawyer in- 
dicated that the company would not be willing to sell its electric 
properties unless the city would also take the gas properties. He 
made a tentative offer to sell all the physical properties of the 
company for the rate base value, $26,718,494.52 and was told that 
his suggestion was too unreasonable to receive consideration. 
Later he proposed that the city sell revenue bonds to secure funds 
to pay off the bonds and preferred stock of the Memphis Power and 
Light Company and then issue $7,500,000 in debentures to be ex- 
changed for the common stock. This suggestion, which in- 


32 Alabama Power Co. v Ickes, 302 U.S. 464. 











358 RALPH C. HON 


volved issuing securities with a total face value of approximately 
$29,000,000,** was also promptly rejected.* 

Mayor Overton was reluctant to consider the purchase of the 
gas properties but since Mr. Sawyer and his associates refused to 
consider a sale of the electric properties alone, the mayor agreed 
that the board should negotiate informally for both the gas and 
electric properties. After conferring with engineers, the mayor, 
other members of the city commission, and Mr. Crump, the board 
told Mr. Sawyer and his associates, in the latter part of April, 
that if they would be interested in selling for about $17,385,000 a 
deal could probably be arranged. Mr. Sawyer replied that he was 
sorry he had come to Memphis as the trip was apparently a waste 
of time.*® Major Allen, in estimating the amount to offer for the 
property, gave absolutely no consideration to either historical 
or reproduction cost except to be sure that the price offered did not 
exceed reproduction cost. He tried, instead, to arrive at the 
economic value of the property, assuming that electricity was to 
be sold at TVA rates.*® 

TVA electricity was received at the Memphis Southgate Sub- 
station June 1 and was turned on at the first residence June 4.*’ 
There was every indication that the city’s distribution system 
would expand rapidly, since it was charging TVA retail rates 
plus a surcharge of only 15 per cent. 

Mr. Sawyer left Memphis June 20, still insisting that rate base 
figures should be paid for the gas and electric properties. The 
city immediately made application to PWA for additional money, 
for construction purposes, revealing the estimate that the entire 
cost of an adequate and dependable electric system would be 
$12,988,322. The city proposed to sell bonds to raise $7,143,577 
and expected PWA to provide the remaining $5,844,745. 


33 For several years prior to this time the capitalization of the company was composed of 
$10,000,000 par value of 5 per cent bonds due January 1, 1948, $5,275,000 par value of 4} 
per cent bonds due April 1, 1978, 30,000 shares of $7 preferred stock, 32,000 shares of $6 pre- 
ferred stock, and 400,000 shares of common stock. 

34 Report of Board of Light and Water Commissioners to the Board of Commissioners of the City of 
Memphis, November 3, 1938, p. 4. 

35 Statement of Major Allen to the writer. 

36 Ibid. 

37 Press-Scimitar, June 3 and The Commercial Appeal, June 5. 








ee 


























MEMPHIS POWER AND LIGHT DEAL 359 


Mr. Sawyer came back to Memphis in September prepared to 
sell either the electric properties alone or both gas and electric. 
On September 23, he made his first offer to sell at less than rate 
base figures. This offer was submitted in writing and proposed 
to sell the electric properties, excluding working capital and trans- 
mission lines to the Arkansas and Mississippi state lines, for 
$16,401,418.77 or approximately $2,000,000 less than the rate base 
figures for these properties. The offer was rejected. 

The next day, after conferences with Mr. J. A. Krug, chief 
power planning engineer for TVA, Mr. J. C. Swidler, attorney for 
TVA, and with Mayor Overton, the board submitted to the com- 
pany the joint offer of the board and TVA to buy the electric 
properties, including all joint-use properties, for $13,000,000. 
Krug and Swidler had agreed to recommend to TVA that it pay 
$1,750,000 for the transmission lines, leaving $11,250,000 as the 
city’s part.** Mr. Sawyer refused the offer. 

Upon his return to Memphis, after three weeks in the North, 
Mr. Crump was asked on September 26 what he thought of the 
city’s offer and he gave this significant reply, ‘“The power company 
ought to snap it up like hot cakes. And in addition the City 
should own the gas distribution system. Gas rates here are 
entirely too high.’’*® He also spoke a good word for Mayor 
Overton, saying the power trust had depended on defeating 
Roosevelt in 1936, later they hoped to re-elect Browning governor 
of Tennessee and now they were doubtless figuring on defeating 
Mayor Overton in the fall of 1939.4° 

The company made two alternative proposals on September 27. 
It offered to sell both gas and electric properties, excluding work- 
ing capital and the transmission lines previously referred to, for 
$21,032,157, which was approximately $5,000,000 less than the 
rate base, or to sell the electric properties for $14,848,713 or ap- 
proximately $3,500,000 less than the rate base of the properties 
involved.*! These offers were also rejected. 

The TVA representatives then suggested that if the city would 


38 Report of Board of Light and Water Commissioners, p. 9. 
89 Press-Scimitar, September 26, 1938. 

40 The Commercial Appeal, September 27, 1938. 

4 Report of Board of Light and Water Commissioners, p. 8. 














360 RALPH C. HON 


increase its offer from $11,250,000 to $11,500,000, TVA would 
also increase its offer by $250,000 and thereby increase the joint 
offer to $13,500,000. After a conference between the board and 
Mayor Overton this was done, but again the offer was refused. 
The TVA representatives were able, with some difficulty, to pre- 
vent the breakdown of negotiations. Late in the afternoon of 
September 30 the chance of reaching an agreement seemed very 
slight. But that evening the TVA men brought word to the 
board that if the company’s office building, the transmission lines, 
and certain other minor properties were excluded, Mr. Sawyer 
would be favorably inclined toward the $13,500,000 offer. Mayor 
Overton then joined the conference and an agreement was reached 
about 9:30, while Mr. Crump, an ardent sports fan, was watching 
a football game at the E. H. Crump municipal stadium. Under 
the agreement Mr. Sawyer was to recommend the deal to the boards 
of directors and stockholders of the Memphis Power and Light 
Company and the National Power and Light Company and Mayor 
Overton was to recommend it to the city commissioners. The 
leading negotiators issued statements expressing gratification that 
the deal was closed.*2 The Commercial Appeal ran a large picture 
of the men who had put through the deal bringing TVA to all the 
city and the Press-Scimitar had a full page statement, contributed 
by 15 business concerns, offering congratualtions to Mayor Over- 
ton, Major Allen, and the entire city administration, stating that 
“A grateful city acknowledges its debt to you for having ac- 
complished the greatest progressive step in our long and proud 
history.’’ 4 


Vv 


Ten days after the power deal was announced Mr. Crump de- 
nounced a city ordinance requiring grocery stores to close on 
Wednesday afternoons to give employees a five and a half day week. 
This was the first time in the 11 years that Overton had been mayor 
that his administration had been criticized by the head of the 
organization. Careful observers immediately reasoned that the 
grocery closing ordinance did not constitute an adequate explana- 


42 The Commercial Appeal, October 1, 1938. 
43 Press-Scimitar, October 1, 1938. 
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tion of the rift. A few days later Joe Boyle, city finance com- 
missioner, openly attacked Overton's handling of the power deal. 
Cliff Davis, commissioner of public safety, and O. P. Williams, 
commissioner of public works, sided with Boyle to form a Crump 
majority opposed by the Mayor and Ralph Picard, commissioner 
of public service, under whose department the light and water 
commissioners operated. The majority group charged that it 
had been kept in the dark regarding the power deal. 

There have been various rumors regarding the origin of the break 
between Overton and Crump. One story, widely accepted at 
first, had it that Crump welshed on the electric deal after hearing 
that Sawyer had gone back to New York and bragged that he had 
sold the electric properties for more than he expected. 

It seemed simply incredible to the Memphis public that the 
Mayor had authorized the deal without Crump’s approval. Yet 
that is exactly what had happened. 

The most reasonable explanation of the break is that the Mayor 
was reaching for more power than Crump wanted him to have. 
Several months prior to the September deal, Frank Rice, who had 
been Crump’s right hand man for a quarter of a century, died. 
Ralph Picard, former secretary to the Mayor and now a member of 
the city commission, had taken over the ward work. In view of 
Crump’s advancing age there was some jockeying for position and 
a feeling developed that Picard was emphasizing loyalty to 
Overton rather than to the organization as a whole. Perhaps 
Picard and Overton felt that they had enough strength to stand 
on their own feet and that the independent consummation of the 
power deal would add to their political capital. However, since 
Crump had been the key man in Memphis public utility affairs 
for a quarter of a century he naturally expected to be consulted on 
this, the city’s greatest deal. When substantial concessions 
were offered to his old enemies, the utilities, without his being 
given an opportunity to express his views, he called a halt. 
Crump’s friends charge that ‘‘Overton declined to confer with 
him, knowing that Mr. Crump would not stand for his secret 
scheme to buy the light without the gas and pay a ridiculously 
high price.’’4 


44 Statement of the City Commission majority, The Commercial Appeal, August 9, 1939. 
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The members of the Light and Water Board had thought that 
in keeping the Mayor informed and getting his approval of their 
activities, they were working in harmony with the political organ- 
ization. In the light of their knowledge of the close cooperation 
that had always existed between Crump and the Mayor they had 
no reason to suspect that the Mayor was not expressing the views 
of the organization. 

Mr. Crump took the position that ‘‘the Light and Water Com- 
missioners made their big mistakes in assuming they were dealing 
with the type of honest business man that would be expected in 
making a deal involving millions.’’** He wanted to take ad- 
vantage of the city’s strategic bargaining position and insisted 
that the deal should either include the gas system or provide for 
a cut in gas rates. 

Late in November it became clear that another effort would be 
made to buy the Memphis Power and Light properties. On 
November 22, Senator McKellar and leading figures in the city- 
county administration, including the members of the Light and 
Water Commission, but not including Overton and Picard, met in 
Crump’s office for a four-hour conference. Mr. Crump then 
predicted that a good trade would be made for the people or there 
would be a knock-down, drag-out fight. TVA officials came to 
Memphis and approved the new plans before negotiations were 
renewed with the company. In the new negotiations the city 
was again represented by the Light and Water Commission but 
they were advised by Crump, McKellar, Congressman Chandler, 
and the city commission majority rather than by the mayor. 

On November 30, Memphis offered $17,385,000 for all the gas 
and electric properties except the transmission lines to the Missis- 
sippi and Arkansas state lines and demanded an answer by De- 
cember 3. This was the same price that had been offered in 
April when the transmission lines were included. Mr. Crump 
issued a statement in which he called the price a fair one and 
pointed out that it would enable the power company, with the 
aid of its cash, receivables, and other liquid assets, to pay off its 
bonds and preferred stock dollar for dollar. Mr. Sawyer left 
immediately for New York and on December 3 the directors of 


45 The Commercial Appeal, October 29, 1938. 
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the National Power and Light Company rejected the offer. The 
Memphis Company announced also that, effective December 1, 
it would exercise its right to meet the rates of its competitor and 
charge the same rates as were being charged by the city system. 
This gave consumers of electricity in Memphis a rate cut of ap- 
proximately 373 per cent. 

The company, in its reply to the offer of the city, pointed out 
that this offer for both the gas and electric properties was only 
$3,885,000 more than had been offered on September 30, for the 
electric properties alone and that this was less than one-half the 
rate base of the gas properties. It stated, furthermore, that had 
it not been for the existence of federally financed destructive 
competition it would not have agreed to make such a great 
sacrifice in order to sell its electric properties and that since the 
gas business was not faced with such competition there was no 
reason to sacrifice it. 

The Board of Light and Water Commissioners asserted that the 
company’s rejection of its offer left it with no alternative except 
to proceed immediately with the construction of its system. 
Mr. Crump pointed out that the legislature would be meeting 
shortly and intimated that various methods could be used ‘‘to 
limit and restrict their gas monopoly to such an extent they will 
finally come over on our side of the street with a smile to talk 
the situation over. ... This is our answer to the Wall Street 
vandals who dictate the policy of the gas and electric light mo- 
nopolies in Memphis.’’** During the previous session of the 
legislature the city had obtained authority to establish by ordi- 
nance a conduit district or districts and to require public utility 
companies to place all service wires in such districts underground, 
just in case a little extra bargaining power were needed.*7 On 
December 16 Crump revealed that the company had recently re- 
moved large deposits from Memphis banks. This was doubtless 
because of fear that if left in Memphis they would be taxed at 
high general property tax rates. Marquess of Queensberry rules 
had been suspended. 

Major Allen and two other representatives of the city flew to 


46 The Commercial Appeal, December 8, 1938. 
47 Private Acts of Tennessee, 1937, Chapter 487. 
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Washington December 14 to make final arrangement for PWA 
financing of a complete municipal electric system. The next 
day Mr. O'Brien, president of the Memphis Power and Light 
Company, wrote a long letter to the Light and Water Board, 
charging that the price it had proposed was not based on fairness 
but on the power to destroy with the aid of federally subsidized 
competition and that it would involve ‘‘the destruction of some 
$7,500,000 invested in the common stock of the company by the 
thousands of citizens of the United States who hold these securities 
of the National Power and Light Company.’’ He stated that the 
company stood ready either to complete the deal of September 30 
or to negotiate for the sale of both the gas and electric properties. ** 
The city took the position that the company could either take or 
leave the $17,385,000 offer. 

The Commercial Appeal, through editorial comments and tele- 
grams to Mr. Sawyer, took the lead in urging that negotiations 
again be resumed. The Light and Water Board on December 
29 agreed to re-open negotiations but assumed a belligerent atti- 
tude in answering Mr. O'Brien's letter of December15. It defended 
its offer of $17,385,000 as reasonable and fair and asserted that if 
it were not for the avoidance of competition and duplicating 
facilities such a high price would not have been justified in view 
of the fact that a new, modern, and efficient electric system could 
be built at a net cost to the city of only a little over $7,000,000. 
Common stock claims were brushed aside with the statement: 
‘In our judgment, your common stock only represents the capital- 
ization of the earning capacity of the Memphis Power and Light 
Company based upon the exorbitant rates which you have charged 
the people of Memphis over the years,’’*® and the rate base was 
characterized as a ‘‘base rate’’ which merely represented an in- 
flated and fictitious valuation set up in an attempt to justify such 
excessive rates. 

Mr. O'Brien expressed surprise at the tone of the letter which, 
he felt, was not conducive to the spirit which should characterize 
the negotiations if they were to be successful. If the board's 
attitude were correct in its appraisal of the common stock of the 


48 Press-Scimitar, December 15, 1938. 
49 The Commercial Appeal, December 30, 1938. 
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power company, the city was poorly represented in the 1932 
rate case when its consulting expert, in the course of direct ex- 
amination by Walter Chandler, city attorney, cited the Federal 
Trade Commission as authority for his statement that National 
“paid only $7,516,224.15"" for the common stock.*® On the last 
day of the year Mr. Chandler, now Congressman,*! issued a long 
statement in regard to the power deal. He was consistent in 
accepting the Federal Trade Commission's estimate that National 
had paid $7,516,224 in securities for the common stock. He 
pointed out, however, that National had received, on the outlay, 
“dividends exceeding $10,000,000, or a return of its entire in- 
vestment and a net profit of at least $2,500,000." 

Mr. O'Brien, in a well reasoned reply to this point, commented 
on the novelty of the idea that common stock investment should 
be eliminated because aggregate dividends over a period of years 
equal the investment in the stock and asserted that the idea could 
be applied with equal justice to preferred stocks and bonds by 
adding up their dividends and interest and destroying the securi- 
ties when the count reached 100 per cent.* 


VI 


With the newspaper debate out of the way, the negotiators, 
on January 9, again sat down across the table from each other. 
Mr. Crump, for the first time, sat with the city representatives. 
Mr. O’Brien opened the conference by reading a statement in 
which he offered, in view of the unfortunate bargaining position 
of the company, to sell all of its physical properties for $21, 
000,000. The city rejected the offer and immediately countered 
with an oral offer of $18,127,000. Mr. Crump said this was the 
last and final offer and that it was tremendous—‘‘big enough to 
choke a tunnel.’’5* At Mr. Sawyer’s request this offer was put in 
definite written form. He called attention to the fact that, while 
the offer involved $742,000 more than that of November 30, it 


50 Hearings, Docket No. 1718, Volume 11, p. 400. 

51 By the time this article is printed Mr. Chandler will, in all probability, be Mayor of 
Memphis. 

52 The Commercial Appeal, January 1, 1938. 

53 Ibid., January 8, 1939. 

54 The Commercial Appeal, January 10, 1939. 
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included the transmission lines, valued at $330,000, which had 
been excluded in the former offer. The net increase, therefore, 
was only $412,000. The board set January 16, as the time by 
which the company must decide whether or not to accept its 
offer. 

On January 15, the two men with the power to make a trade, 
Crump and Sawyer, spent about nine hours in conference and 
were unable to get together. Mr. Crump stated that the city 
could not bid any higher and that some of its negotiators hoped 
the offer would not be accepted as they thought it was too high 
and preferred to build. The next day, shortly before noon, the 
company asked for an extension of time and four days were 
granted. Mr. Sawyer and several associates, including T. H. 
Darnell, vice-president of the company, and Attorneys McCadden 
and Allen, went to New York to consider the problem further. 
When the four days had elapsed the company refused to accept 
the offer and asked for another week. 

The Memphis public was genuinely surprised at the refusal 
of the company to accept the offer since it looked as though the 
city had made its very best offer and any attempt by the company 
to compete with a city operated system would have been suicidal 
because of the pressure the city administration could exert. A 
possible explanation lay in the fact that the Roosevelt adminis- 
tration was in the midst of one of its periods of business appease- 
ment. Rumors in financial circles had it that the new Secretary 
of Commerce had been instructed to encourage property expansion 
and take TVA off the first page of the newspapers by establishing 
a genuine truce with public utilities.°° Mr. Crump expressed 
the opinion that the company was trying to stall until the de- 
cision was rendered by the Supreme Court in the pending TVA 
case. The request for additional time was refused. 

The Supreme Court again upheld TVA January 30, 1939, and 
destroyed the last hope of the company for relief from that 
source.*® This decision undoubtedly did much to bring the 
company to a realization that a compromise of differences was 
imperative. 


55 See The Trader’s Column, Barron's, January 23, 1939. 
56 Tennessee Electric Power Company v. Tennessee Valley Authority, 306 U. S. 118. 
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The first intimation that the outlook for a settlement might 
not be so black as it appeared in Memphis came in news items 
and higher stock quotations from New York. It was known 
that the company representatives, McCadden, Allen, and Darnell, 
had remained in New York trying to work out a deal. On 
February 2 the Wall Street Journal revealed that, during the pre- 
ceding ten days, TVA officials had shown renewed interest in the 
proposed sale and had been conferring with representatives of 
the utility, and four days later it predicted a new offer from the 
city in the near future.” 

The $7 preferred stock of the company, which as recently as 
March 31, 1938, had been quoted at bid 403, asked 433, had been 
selling in the 60’s for several months.5* On January 31 it was 
quoted at 67 bid, 69 asked. The price rose a little every day until 
a sharp rise of $7.50 in the bid price and $11 in the asked price on 
February 6 brought the bid to 803 and the asked price to 86.” 

The next day, Krug and Swidler, the TVA negotiators, arrived 
in Memphis. After an hour’s conference with them Mr. Crump 
was reported as saying, “‘I smell gas, and my fingers are more 
receptive to electricity than ever before. I see the situation 
clearer than ever before.’’ ®° 

The representatives of TVA and those of the company had 
worked out a general plan in New York which proved to be 
acceptable to the city. Representatives of all three parties then 
got together in Memphis and ironed out the details. The final 
agreement was reached shortly before midnight February 15 
and was approved unanimously by the city commission in the 
Mayor's office about 3 A. M. and signed a few minutes later by 
representatives of TVA, the city, and the company, subject to 
approval by stockholders and various governmental agencies. 
The price was fixed at $17,360,000, the city to pay $15,250,000 
and TVA to pay the remaining $2,110,000. 

The city received all of the physical properties of the company 
except certain high tension transmission and substation proper- 


57 Wall Street Journal, February 2 and 6. 

58 Commercial and Financial Chronicle Bank and Quotation Records. 
59 Various issues of The Wall Street Journal. 

60 Press-Scimitar, February 7, 1939- 
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ties which went to TVA, and the steam generating plant and the 
transmission lines extending to the Mississippi and Arkansas 
state lines, which were transferred to a new corporation, Memphis 
Generating Company, the stock of which was vested in the Na- 
tional Power and Light Company. 

The steam generating plant had proved to be the key log. It 
had a capacity of approximately 54,000 kilowatts, an original 
cost of $5,132,128 and a rate base value of $4,583,044.% Under 
present conditions a plant of this capacity could probably be 
built for approximately $3,800,000. The city felt that it would 
have little use for such a plant and therefore discounted its rate 
base value much more severely than that of other property. The 
new arrangement enabled the National Company to retain, in 
support of its outstanding securities, the generating plant and 
transmission lines, with a total rate base value of $4,912,977.47. 

The Generating Company agreed to operate the plant until 
May 31, 1958, the date of the expiration of the contract between 
Memphis and TVA. For a period of not less than one year nor 
more than three years TVA is to have the right to use the full 
capacity of the generating facilities.** During this period that 
TVA chooses to use the full capacity it is to pay all costs of oper- 
ating the plant plus $100,000 per year. After the period of full 
use and during the remainder of the term of the agreement TVA 
has the use of 20,000 kilowatts of plant capacity and an addi- 
tional 15,000 kilowatts of standby capacity. During this period 
TVA pays only its prorata share of the operating expenses of the 
plant. This concession is made to TVA in return for the fact 
that it paid $2,110,000 for physical properties, considered by its 
chief power engineer to be worth only about $1,000,000, in order 
to insure the consummation of the deal. * 

After the initial period in which TVA taxes the entire output 
of the Generating Company, the Arkansas Power and Light 
Company and the Mississippi Power and Light Company have 


61 Joint Application of Memphis Power and Light Company and Memphis Generating 
Company to Securities and Exchange Commission, Exhibit R., p. 4. 

2 TVA is expected, as a safety measure, to retain full use of the generating plant until its 
second transmission line is completed from Pickwick Dam to Memphis. 

68 Testimony of Mr. J. A. Krug, Official Reporter's Minutes before the Federal Power 
Commission, Docket No. I T-5549, p. §3- 
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contracted to take the power not required by TVA. The Gen- 
erating Company will continue to receive its operating expenses 
plus $100,000 per year. 


VII 


Three pertinent questions may be raised regarding the Memphis 
power and light deal: 

1. Was the price paid for the properties a fair one? 

2. Did Mr. Crump complete a more favorable trade for the 
city than the one negotiated under the direction of Mayor Over- 
ton? 

3. Did the city pursue a sound policy in substituting publicly 
distributed TVA power for electricity generated and distributed 
by the Memphis Power and Light Company? 

It is impossible to say categorically that the final price arrived 
at was just or unjust. The city undoubtedly had the company 
at its mercy and from the viewpoint of the company’s profitable 
record, and to a lesser extent from the standpoint of historical 
cost, the price reflects the relative bargaining position of the two 
parties. On the other hand, in view of the low cost at which the 
city, with PWA aid, could have constructed a satisfactory electri- 
cal distribution system, the price was liberal. One may, of 
course, question the soundness of federal grants of 45 per cent 
of the cost of building a competing municipal system, particularly 
if such grants are to be made even though the rates that must be 
charged ‘‘are equal to or perhaps even slightly in excess of rates 
already currently charged by privately owned utilities.’’ 

The price paid enabled the company, with the aid of its liquid 
assets, to pay off all bonds and preferred stocks at the rates prom- 
ised in case of liquidation, a premium on the bonds and $100 a 
share for the preferred stock. National received a liquidating 
dividend of $300,000. The company’s accounts receivable are 
being collected by the city on a commission basis and at the end 
of a year a final settlement will be made at which National will 
receive an amount estimated to be not over $300,000. In addi- 
tion, National has the generating plant, which it has capitalized 
at $5,050,000. Net revenues from the operation of the plant, 


& Harold L. Ickes, Back to Work, p. 137. 
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however, are estimated to be only $106,790 before reserve for 
property retirement.*° This makes it appear that the value of 
the generating plant does not greatly exceed $1,000,000. Under 
the terms of the contract the city guarantees that the plant will 
not be taxed at a value exceeding $2,000,000.** It is with some 
justice that National officials feel that they were on the wrong 
end of a shotgun trade. 

If, however, sums contributed by PWA and TVA are included, 
the total amount paid in order to obtain a gas and electric dis- 
tribution system, without any allowance for a generating plant 
or the long transmission lines from Pickwick Dam, exceeded the 
company’s rate base, which had been the subject of such vigor- 
ous criticism. The representatives of the city, therefore, were 
on solid ground in stating that the amount paid for the properties 
was the maximum they could afford to offer. 

The principal differences between the Overton and Crump deals 
are that under the former the city was to acquire the generating 
plant and not the gas properties, while under the latter it ac- 
quired the gas properties but not the generating plant. From 
a financial point of view, the question of which trade would have 
been better for the city hinges on the valuation placed on the 
generating plant. If its value is approximately equal to its rate 
base, or if it is worth what it would cost to reproduce a plant 
of its capacity, Mayor Overton's trade is apparently the better 
of the two. If, on the other hand, it is worth no more than a 
reasonable capitalization of the income it will yield, Mr. Crump 
appears to have the edge. A good case can be made to support 
the point of view that, under the trade that was completed, the 
city receives all the advantages to be obtained from the generating 
plant without the necessity of purchasing it. 

Since the value of the generating plant is such an uncertain 
factor, the decision between the two deals must rest largely on 
whether it was desirable to purchase the gas properties. It may 


6° Exhibit N-4, in application of Memphis Power and Light Company to Railroad and 
Public Utilities Commission of Tennessee for approval of sale of certain electrical facilities 
to Memphis Generating Company. 

66 Contract among Memphis Power and Light Company; City of Memphis, Tennessee; 
Memphis Light, Gas and Water Division; and Tennessee Valley Authority, p. 135. 
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be safely asserted that the gas rates charged by the Memphis 
Power and Light Company were not exhorbitant. In 1938 the 
gas properties earned 5 per cent on their rate base while the 
electric properties earned 11.8 per cent. Had the Memphis 
Power and Light Company not reduced rates voluntarily in 1934 
the city was prepared to argue before the commission that ex- 
cessive earnings from the electric business were being used to 
make up the deficit in the return on gas properties caused by the 
inadequate gas rates the company was charging in order to en- 
able it to engage in ruinous competition with the coal industry. 
In 1938 the Light and Water Board employed the engineering 
firm of Lucas and Luick to make a study of the gas division of the 
company and to formulate recommendations regarding its possible 
purchase and operation. The report, signed by A. J. Luick, 
expressed the opinion that the gas rates in effect were reasonable 
and that ‘“‘the city should maintain them, if it took over the 
operation of the Natural Gas Department.’’ *” 

The representatives of the city were astute in negotiating to 
make possible a cut in domestic gas rates. Their offer to buy 
the properties of the company was made contingent upon the 
city’s being able to arrange a satisfactory contract with the 
Memphis Natural Gas Company, the pipe line company that 
buys gas in Louisiana and sells itin Memphis. Then by pointing 
out to the Natural Gas Company that unless the deal between the 
city and the company were consummated, the generating plant, 
which uses approximately 35 per cent of the gas consumed in 
Memphis, would gradually cease operations, a cut of 10 per cent 
was obtained in the price paid for gas to be resold to domestic 
users. The city is expected to pass this saving on to consumers 
before the end of 1939. 

There are good reasons for preferring the joint operation of the 
gas and electric properties. Had the two divisions been sepa- 
rated excessive competition could easily have developed and over- 
head costs would undoubtedly have increased. If the city is to 
distribute electricity and if we can assume that the efficiency of 
city operation will at least approximate that of the Memphis 


67 Report to Major Allen, April 8, 1938. As a politically minded person observed, Mr. 
Luick was not running for public office in Memphis. 
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Power and Light Company, it seems reasonable to conclude that 
the acquisition of the gas properties by the city was in the public 
interest. 

It will be years before a final conclusion can be drawn regarding 
the city’s wisdom in bringing TVA power to Memphis for public 
distribution. It is safe to say, however, that the Memphis 
public has heard only one side of the question. The city ad- 
ministration and both newspapers®* were zealous in their ad- 
vocacy of TVA. The company and its owners, in decided con- 
trast to Commonwealth and Southern, made almost no attempt 
to present their side of the story. 

The Memphis Power and Light Company, under holding com- 
pany management, rehabilitated a broken down bankrupt prop- 
erty so thoroughly that in 1932 the City Attorney could say: 
“The company’s properties are in the best possiblecondition. . . . 
Literally, the company is in perfect condition in every way, and 
has a history of successful and profitable business. . . . The 
company has splendid public relations; its policy is conservative, 
and the management is very alert to maintain the excellent oper- 
ating condition of the utility.’’®® It is true that the owners of 
the company were slow to reduce rates, regulation was ineffective 
and consequently profits were large. In addition there were 
service contract fees formerly paid to Electric Bond and Share 
and later to Ebasco which averaged nearly $90,000 a year. The 
officers of the company may be correct in their contention that 
the supervisory services were worth more to the company than 
the fees paid. The fees, however, appear to have been exhorbi- 
tant in that they provided Electric Bond and Share a much higher 
rate of return than a public utility should be allowed to earn.7° 

TVA power is not as cheap as the Memphis public has been 
led to believe. Making no allowance for the fact that a large 
part of TVA costs are allocated to navigation and flood control, 
the rates it charges are not low enough to justify great enthu- 
siasm. When the demand charge is included, Memphis is now 


88 After The Commercial Appeal was purchased by Scripps-Howard in 1936. 

59 Brief for the City of Memphis, Docket No. 1718, Railroad and Public Utilities Commission 
of Tennessee. 

70 See Bonbright and Means, The Holding Company, pp. 137, 185. 
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paying TVA an average of approximately 4 mills per kilowatt- 
hour. The engineering staff of the Memphis Light, Gas and 
Water Board, the new agency in charge of the city’s utilities,” 
estimates that in 1940, its first full year of operation, it will 
purchase 386,400,000 kilowatt-hours’? from TVA at a cost of 
$1,559,160 or 4.04 mills per kilowatt-hour.”* It is true that, 
when overhead costs are included, the generating costs of the 
Memphis Power and Light Company were something over 5 
mills per kilowatt-hour. The company’s generating plant, 
however, was old and inadequate. Equipment that had been 
installed to provide standby service only, had to be used for base 
load. Prior to the depression the company purchased land on 
which to build new and efficient generating facilities that would 
have enabled it to generate electricity at a cost as low as the rate 
Memphis is now paying for TVA power. The shadow of TVA, 
however, precluded the construction of these facilities. 

Engineers estimate that the 37.5 per cent reduction in electric 
rates, December 1, 1938, plus the 10 per cent reduction in domestic 
gas rates which is expected to materialize in the fall of 1939, 
will result in an annual saving of $2,161,226 to the consumers 
of gas and electricity in Shelby County.”* The Light, Gas and 
Water Division intends to pay the city an amount equivalent to 
the taxes the city received from the Memphis Power and Light 
Company. It does not, however, expect to make any such pay- 
ment to the federal, state, or county government. This is ex- 
pected to result in a payment in 1940 of $466,000 in lieu of taxes 
or $986,727 less than the taxes paid in 1938 by the Memphis 
Power and Light Company while doing a smaller volume of 
business. 7 


71 Mr. W. B. Mallory, long a leading wholesale groceryman in Memphis and for several 
years a member of the Water Board, is president, and Major Allen is vice-president and chief 
engineer of the reorganized board. 

72 Report of Engineering Staff of Memphis Light, Gas and Water Division, Table 1, 
Printed in the Official Statement of the City of Memphis Respecting the Sale of Bonds, 1939. 

78 Ibid., Table II. 

™ Report of Day and Zimmerman, Inc., Table A, Printed in the Official Statement of the 
City of Memphis Respecting the Sale of Bonds, 1939. 

7 Computed from figures in Report of Engineering Staff of Memphis Light, Gas and Water 
Division. 
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The other major saving is found in the cost of capital. Mem- 
phis Power and Light Company had to pay interest on bonds and 
dividends on preferred stock of $1,132,251. The city pays an 
average of only $511,500 or 2.43 per cent interest on the $21,000, 
ooo it has borrowed to obtain its gas and electric system. The 
total annual capital cost of the city system is, therefore, $620,751 
less than that of the Memphis Power and Light Company, ex- 
clusive of the claims of the common stock. The fact must not 
be overlooked, however, that had it not been for the threat of 
public power, the company could have refunded its obligations 
and obtained rates almost as low as those of the city except for 
the tax exempt privileges carried by the municipal securities.7° 
The only other reason for lower rates on the bonds of the city 
owned system is that in case the utility operates at a loss, money 
may be raised by taxation to meet the claims of the bond holders. 
The common stock equity was wiped out without remorse, on 
Mr. Crump’s theory that such a favorable opportunity for 
Memphis to free itself from Wall Street control of its utilities 
might not again present itself. 

Enough evidence has been presented to indicate that the lower 
electric rates, for which TVA is receiving the credit, can be 
traced to government subsidy, direct tax evasion, and lower 
capital costs, a large part of which is dependent upon indirect 
tax evasion. Since everyone seems to want to bear as small a 
part of the tax burden as possible, the city’s decision to distribute 
TVA power is apparently good practical politics. Certainly no 
city could be expected to choose to continue to pay high rates 
for electricity if competing cities were obtaining low rates 
through evasion of taxes. Under present conditions, however, 
one finds difficulty in justifying the exemption of public utilities 
from federal, state, and county taxes. 

Since the advantages of municipal ownership and TVA power 
are not so marked as the Memphis public has been led to believe, 
it is absolutely essential that the properties be operated with the 


76 So intent were the city’s bankers on gaining the greatest possible benefit from the tax 
exempt features of these bonds that a relatively high coupon rate was placed on the short term 
serial bonds in order to enable their purchasers to show a loss at maturity for income tax 


purposes. 
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greatest possible efficiency in order that the results may be at 
least as favorable as could have been obtained through a contin- 
uation of private operation accompanied by more effective regu- 
lation. Every precaution must be taken to avoid the weaknesses 
which often seem to be almost inherent in public management.”7 
In the opinion of the writer the board needs to check its optimism 
regarding future revenues and operating expenses. For example, 
it is very doubtful if the average consumption of electricity per 
residendial customer will increase from the 813 kilowatt-hours of 
1938 to 1625 in 1945.78 


77 One of the most highly respected business men in Memphis, a man who approves of the 
city’s purchase of its utilities, expressed this opinion, ‘‘I shudder to think of what might 
result if anything should happen to Crump and Mallory.”’ 

78 Report of Engineering Staff of Memphis Light, Gas and Water Division, Table 1. 








BOOK REVIEWS 


Lester F. Ward: the American Aristotle. By Samuel Chugerman. 
Durham, N. C.: Duke University Press, 1939. Pp. xii, 591. 
$5.00. 

The monograph is a welcome and much needed addition to a 
rather small literature on the life and works of Lester F. Ward. 
All in all, Chugerman’s work is probably the most comprehen- 
sive presentation of especially the positive aspects of Ward's 
contributions in the field of humanistic and social sciences. The 
presentation is not only comprehensive, but exceedingly clear, 
vivid, and enthusiastic. From the first to the last page it is the 
work of love of a disciple devoted to his master. This adds a 
great deal to the fascination of the book. At the same time, such 
an enthusiasm is the main weakness of the book. It is respon- 
sible for an overestimation of Ward's contribution, an under- 
estimation of other thinkers, and for a series of factual errors. 

Only a blindly devoted disciple can put Ward in one class with 
Aristotle; or call him greater than Comte or Spencer; or state 
that ‘‘the brains of the world sat listening at his feet’’; or ascribe 
to him the origination of the syndicalist theory of social organ- 
ization; or regard him as ‘‘the man in whom there converged all 
the currents of the Zeitgeist, and whose ideas have been ap- 
propriated by the world’s leading thinkers’’; and so on. In 
his zeal Chugerman even contends the borrowing of Ward's 
ideas by other thinkers whose works were published a number of 
years before the publication of the first sociological work of 
Ward. Such an enthusiasm is touching but hardly justifiable 
in a scientific work. 

The same unrestrained adoration is responsible for ascribing 
to Ward the origination of a number of his leading principles 
which in fact were formulated by others and which he repro- 
duced either verbatim or only with a slight variation. Such are, 
for example, his classification of the sciences which is but an 
almost unchanged repetition of Comte’s classification, and Ward's 
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theory of social forces which is but an abbreviation of the theory 
and classification given by Comte in his System of Positive Polity. 
The same is true of the theory of synergy, conation, evolution, 
race-struggle, and other leading principles of Ward’s philosophy 
and sociology. In their bulk they are but a capable ‘‘variation 
on the themes of other masters,’’ mainly of Comte, Spencer and 
the Darwinists. As such they deserve to be studied and appre- 
ciated, and their author deserves certainly a historical place 
among the prominent social thinkers. But that is about all 
that can be claimed for him. 
Harvard University Pitirim A. SoroKin 


Society in Transition: Problems of a Changing Age. By Harry Elmer 
Barnes. New York: Prentice-Hall, 1939. Pp. xviii, xv, 
999. $5.00. 

Among the most unpleasant hours I ever spent in pedagogical 
pursuits I number those devoted to discussing with freshmen the 
analyses of “‘social problems’’ prepared by one of the more prolix 
of the sociological genro now dedicated to blocking scientific 
progress in America. Wherefore I was surprised to find a book 
on social problems . . . that under review . . . readable, inform- 
ative, and stimulating. Dr. Barnes’s book should serve to 
metamorphose the usual ‘‘social problems’’ course into some- 
thing interesting and socially useful; it should make it easier 
for the general reader to keep abreast of the recent findings in 
the fields of subject matter covered. The work is annotated and 
indexed and contains a selected bibliography. 

The treatment is extensive and provocative although not al- 
ways as critical as it might be. One section is devoted to the 
industrial revolution and to the rising secularism and social 
distress which came in its wake; a second consists of an inventory 
of America’s resources and a discussion of the principal economic 
problems associated with the use of these resources. In the third 
section, devoted to socio-biological problems, the author treats 
population, migration, race, sex, and health problems; in the 
fourth, the institutional impact of urban industrial society, . . 
in particular rural-urban problems and their socio-political im- 
plications. In the closing section he examines what he calls 
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“social wreckage,’ . . . social losses due to crime, poverty, 
mental diseases, and certain aspects of social pathology (e.g., 
prostitution, venereal disease, drug addiction, gambling, alco- 
holism, etc.). The author gives unity to his survey of these 
somewhat heterogeneous problems by treating each as a “‘special 
manifestation or outgrowth of the basic transformation now 
going on in society.” 

While Dr. Barnes is less preordainedly pessimistic than Sorokin 
and Oswald Spengler, he believes our social evolution to be at a 
turning point. ‘‘Either we shall move into a state of culture far 
ahead of anything hitherto realized by man, or we shall revert 
to conditions unmatched for mass misery since .. . the Thirty 
Years War.”’ The present impasse is attributed broadly to the 
lag of non-material cultural evolution behind material cultural 
evolution, to the fact that machine technology has so com- 
pletely outstripped the social institutions established to coordi- 
nate human activities in a complex technological economy. 
Specifically he points, inter alia, to the many evils which have 
come into being with the development of the modern city and 
the persistence of the common man’s dislike for government by 
men suited to the job. Although Dr. Barnes writes in terms 
conducive to the speeding up of non-material cultural evolution, 
the totality of his discussion does not fill one with optimism. 
This is not Dr. Barnes’s fault; it is but the result of living with 
homo sapiens. 

Duke University JoszpH J. SPENGLER 


Problems of Modern Society. By Paul W. Paustian and J. John 
Oppenheimer. New York: McGraw-Hill Book Co., 1938. 
Pp. xii, 571. $3.00. 

This book, to quote the preface thereto, aims “‘to provide an 
introduction to the study of contemporary society for college 
students. The method employed is the balanced discussion of 
controversial interpretations of problems. .. . Stress is laid on 
the frictions in modern society which limit the smooth operation 
of its parts and thus postpone the attainment of.maximum in- 
dividual and social achievement.”’ 

In approaching any book, a reviewer is compelled to consider 
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two things: first, the nature of the end that the author is seeking 
to achieve, and, second, the skill or adequacy with which he 
handles his material in attempting to reach that end. 

As to the first consideration, the present reviewer has serious 
misgivings as to this sort of approach to the social sciences or 
any other sciences. It is, frankly, a concession to the average 
student’s initial lack of interest and inertia. It is hoped thata 
conflict of opinions may stimulate interest. But a fight, while 
it may arouse interest, does not necessarily lead to understanding. 
One would scarcely begin the study of automotive engineering 
by introducing the student to the misbehaving derelicts one 
finds on the scrap heap. Nor would one introduce the beginning 
medical student to the complex subject of pathology just in order 
to arouse his interest. Before we can appreciate and really 
understand the malfunctioning of the automobile, we must know 
how it was meant to act under normal conditions. Before we 
can understand pathology, we must understand the organic 
articulation and functioning of the human body in a state of 
health. So, when we approach that infinitely complex organism 
called “‘modern society’’ this reviewer seriously questions the 
advisability of introducing the student to its frictions, its patho- 
logical characteristics, in advance of some understanding of how 
it should behave. One must have a frame of reference within 
which to evaluate an actual situation. Without such a frame of 
reference, a student has no way of judging among conflicting 
diagnoses. If the author is kind enough to provide him with 
the ‘‘correct’’ synthesis of the conflicting opinions, he has no 
way of judging the author's position. 

Granted, however, that the authors are justified in taking this 
approach as an introduction to the social sciences, and that the 
reviewer is all wrong (as may well be the case!), there are a 
number of criticisms that may be noted concerning the handling 
of the material. The liaison between chapters is not always 
smooth or convincing. The transition from money to marriage 
is a case in point. Nor is there sufficient clarity of outline 
within individual chapters. Many sections of chapters are so 
sketchy (perhaps necessarily so) that it is doubtful how informa- 
tive the student may find them. 
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On the other side of the ledger one must congratulate the 
authors on the readability of their style, on the brief but well- 
selected bibliographies at the end of each chapter, and on the 
choice of material exemplifying varying points of view, often 
given in lengthy quotation. The “‘list of terms’’ at the end of 
each chapter is another feature that appeals strongly to this 
reviewer. To pick out new or unusual terms and thus focus 
attention on them is highly desirable and this feature might well 
be copied by other textbooks. 

Alabama Polytechnic Institute Earve LeRoy Rauser 


American Problems of Today. By Louis M. Hacker. New York: 

Crofts & Co., 1938. Pp. ix, 332. $2.00. 

Here is a concise summary of economic and political events in 
the United States between 1920 and 1938. The story begins 
with the Harding administration, runs rapidly through the boom 
period of the ‘twenties, the great crisis and the Hoover adminis- 
tration, recovery and the New Deal, and ends with the outlook 
in the middle of Mr. Roosevelt’s second administration, about 
ten months before the outbreak of war in Europe. Trends in 
American foreign policy are included, as well as domestic prob- 
lems all the way from prohibition to wage-hour legislation. 
Charts and statistical data, well selected for relevance, add to 
the effectiveness of the story. Asa rapid review of recent history 
or as a handbook for quick reference this book is of unusually 
high quality. 

Mr. Hacker is one of those who hold that a historian may 
properly interpret and evaluate, as well as describe. He claims, 
as he says, ‘‘no Olympian objectivity."’ Such an attitude is to 
be welcomed, provided the author is willing to run the risk of 
encountering conflicting interpretations. This reviewer and 
many other people would disagree, for example, with Mr. 
Hacker’s blasts against the ‘“‘bureaucracy’’ allegedly inherent 
in the New Deal reform program between 1935 and 1938. Here 
Mr. Hacker, who seems ordinarily to be writing from a some- 
what leftward position, begins to echo the plaints of big busi- 
ness. At the same time he seems to approve of the very re- 
forms which precipitated the cry of ‘‘regimentation.’’ For 
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an author who purports to take, and usually does take, a forth- 
tight position on controversial issues, Mr. Hacker is remark- 
ably equivocal on the question of big business versus the New 
Deal in the hectic years 1935-38. Again, Mr. Hacker sees a 
great danger of American involvement in foreign war. The 
danger is real, of course, and has been greatly augmented since 
the publication of his book. But whether or not Mr. Hacker 
put his finger correctly on the source of the danger is open to 
serious question. Finally, it may be suggested that Hacker’s 
ingenious analogy between President Roosevelt and Louis XIV 
of France, offered in the concluding paragraphs of the book, is 
less than convincing. A discriminating reader may, however, 
make good use of Mr. Hacker's ably presented materials without 
accepting these particular interpretations. 
Fisk University Appison T. CuTLer 


William Penn as Social Philosopher. By Edward Corbyn Obert 
Beatty. New York: Columbia University Press, 1939. 
Pp. xiii, 338. $3.50. 

The appearance of a book describing the social, political, and 
economic ideas of William Penn is particularly welcome in this 
uncomfortable year, 1939. When nations war, when persons are 
persecuted for their religious beliefs, when the value of empires 
is questioned, it is helpful to examine the opinions conceived by 
the founder of Pennsylvania in a period as vexed by these same 
problems as is our own. 

According to Dr. Beatty, the outstanding contribution made 
by William Penn to the New World he helped establish was his 
insistence on religious toleration. Having suffered, together 
with other members of his sect on several occasions from the 
lack of such toleration, Penn was determined that freedom of 
conscience should be assured in his holy experiment. Through- 
out his life he struggled valiantly and consistently for this ideal, 
and by reason of his influential position, his legal training, and 
his unceasing effort, was able to further his cause materially. 

The title, William Penn as Social Philosopher, is somewhat 
misleading, since Dr. Beatty concludes that Penn was less a 
philosopher than a man of action, remembered primarily as 
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‘“‘one who built a haven for those oppressed for conscience 
sake.’ The author feels that Penn was more interested in sub- 
scribing to the ideas of others than in formulating a systematic 
philosophy of his own. Penn's political ideas were nearly 
as important as his social ones, and his intelligent approach 
to the problem of war, his practical and highly successful use of 
pacific methods in international relations could be profitably 
applied today. 

In the realm of economics Penn was a mercantilist, a conserva- 
tive with a deep respect for the rights of property. At times, 
however, his ‘‘methods were as paternalistic as those of modern 
collectivism.’’ Penn played an important part in the building 
of the British Empire. His plan of union for the colonies was 
no small contribution towards the solution of the problem of 
efficient imperial order. 

Dr. Beatty’s work is scholarly and well organized, and his 
plan of presenting the ideas of William Penn, rather than just 
listing the events of his life, is most satisfactory. This timely 
discussion of Penn’s political, economic, and social theories 
makes stimulating reading. 

Chapel Hill, N. C. Dorotay HawortH BONNELL 


Twenty Years’ Armistice: 1918-1938. By William Orton. New 
York: Farrar & Rinehart, 1938. Pp. xxiii, 308. $1.90. 
This survey of European international politics proposes to 

supply an understanding of ‘‘our low estate’’ at the end of 1938 

by means of an examination of the mistakes of twenty years. 

Such a span of error is compass enough for one small book so 

we should not quibble over the implication that evil first ap- 

peared in world politics at the peace conference in Paris in 1919. 

Certainly it is essential to understand why the ideals and hopes 

of that day have not been realized and Orton offers a penetrat- 

ing exposition of the failure of post-war diplomacy, especially 
valuable for its effective presentation of the economic factors in- 
volved. 

In his view the failure of the policies of the victor nations 
was due to their attempt to maintain rigidly an inequitable and 
untenable status quo. The quest for security by means of organ- 
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ization for the collective use of force was doomed to collapse 
because all of the disintegrating forces inherent in the treaty 
settlement worked in favor of the ‘‘aggressors’’ or ‘‘revision- 
ists."" The lack of coherence in the status established by the 
treaties, and in the policies essayed in order to preserve it as 
well, made economic distress, both private and public, the 
chief of these forces. It is in his vivid accounts of the un- 
folding economic debacle that Orton makes his principal con- 
tribution to an understanding of the era. He does not pretend 
to add anything either by way of new facts or novel interpreta- 
tion to what has already been put forward in many special 
studies, but he shows a real ability in weaving economic facts 
and financial moves into an account of the political and diplo- 
matic events in such a way as to impress the reader with the 
significance of each in relation to the other. 

The discussion of the problems of central Europe occupies a large 
part of the book. In that region the complexities of ethnical, 
economic, and cultural patterns demand integration along the 
lines of local autonomy coupled with regional economic coopera- 
tion. Despite this, “‘sovereign’’ nation states were created be- 
cause ‘‘it was taken for granted that no nation (except of course 
the enemy powers) could be considered free and self-determining 
unless, along with the chance to govern itself, it had the usual 
luxuries of a barbed-wire frontier, an autonomous tariff, a local 
currency, a national debt, an unrestricted foreign policy and a 
private army.’ The policy of collective security intensified 
nationalism in its various cultural and economic phases. Instead 
of producing “‘security,’’ it played into the hands of extremists 
groups in the revisionist states, which throve on economic dis- 
tress and made propagandistic capital out of the mistreatment of 
minorities. Here Orton finds the explanation of the financial 
collapse of 1931, which opened the way for the triumphant march 
of revisionist macht-politik; and here the crux of the problem of 
the reintegration of Europe. Whatever may be said of his judg- 
ments as to the significance of the events of the fall of 1938 (which 
were all too close to him when he wrote of them), one cannot but 
be grateful for his interesting account of the post-war background 
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of present central European problems and his apt demonstration 
of their relation to the peace of the western world. 
University of North Carolina C. B. Rosson 


Price Control Under Fair Trade Legislation. By Ewald T. Grether. 
New York: Oxford University Press, 1939. Pp. x, 517. 
$5.00. 

Fair trade legislation has been enacted by a growing number of 
states until now only four states have failed to join the band- 
wagon. The widespread enactment of these acts has taken place 
despite the inadequate information upon which to base a sound 
public policy. Furthermore, that many of the state legislators 
have given little attention to these acts is evidenced by the repeti- 
tion of identical typographical errors in the acts of ten states that 
adopted the California law in which these errors originally 
appeared. 

The title ‘‘Price Control Under Fair Trade Legislation’’ does 
not indicate the full scope of this study since a great deal of atten- 
tion is also given to loss limitation legislation. About two- 
fifths of the,text is devoted to a detailed discussion of the experi- 
ence in California which is the pioneer state for this type of legis- 
lation and which has, therefore, accumulated the most evidence 
concerning its operation. The sketches of the economic char- 
acteristics of various retail outlets (drug, stationery, liquor, etc.), 
are especially valuable for an understanding of the feasibility of 
resale price-fixing. Diversity of outlets, number of distributors, 
peculiarities of products, extent of branding, organization of re- 
tailers, etc. are among the factors which determine whether resale 
prices can be successfully fixed. The industry by industry approach 
makes it easier to determine the limits to the extension of this type 
of control. 

The second half of the volume is devoted to an examination and 
appraisal of the economics of resale price-fixing and to the play of 
interests involved. Loss leader selling, which is frequently given 
as the reason for the adoption of such legislation, is first discussed 
and the author concludes that its effects upon the community are 
‘‘not nearly so large as is commonly supposed.’’ The impact of 
price controls upon any group is not uniform and hence generaliza- 
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tions have little value. Thus consumers in large cities may pay 
higher prices as the result of the fair trade acts but their country 
brethren may find their prices unchanged or even slightly reduced. 
The time factor is also important. Temporarily the small retailer 
may derive an advantage over his larger rival but over a longer 
period early advantages are lost due to the increase in the number 
of retailers and the increase in costs as competition turns to service 
instead of price. 

Chapters on the scope of price controls, enforcement procedures 
and general evaluation round out the analysis. The author’s 
conclusion follows logically from the analysis presented: 


“The current procedures to this point stand condemned, but not so 
much because of the social and economic damage already done, for it is 
much smaller than many critics have alleged owing to compensatory 
forces, the lack of enforcement, and the limited scope of application. 
Rather it is the departure from sound public policy and procedure, with 
the hazard that this trend will not only continue but will become more 
marked, that should cause public concern.”’ 


An extensive appendix summarizes the state laws dealing with 
control of competition in price and presents 23 detailed tables of 
supporting data. Professor Grether has given such a dispas- 
sionate analysis of both sides of this question that it is difficult 
to determine until the last pages are read whether he finds it 
economically sound or not. The use of chapter summaries to 
indicate the balance between contending points of view would 
have enhanced the merits of the study. However, this is easily 
the most comprehensive and best balanced book available on this 
subject. 

New York University Jutes BackKMAN 


Soviet Trade and Distribution. By L. E. Hubbard. London: 

Macmillan & Co., 1938. Pp. xiv, 381. $5.00. 

Flexibility rather than rigid adherence to predetermined plans 
appears to be the status of trade and distribution in Russia. Al- 
though an extensive system of price fixing has been established, 
the area free from direct price control appears to be relatively 
large. In 1935, the volume of trade in the open (free) peasant 
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market accounted for ‘‘about 25 per cent of the total urban retail 
turnover of foodstuffs alone’’ (pp. 144-45). However, the prices 
in these markets, in the absence of shortages, tend to approximate 
those received by state enterprises since the latter sell ‘‘competing 
goods alongside the peasant produce.’” An important objective 
in fixing prices is to stimulate or retard consumption in different 
sections of the country and among different groups of the popula- 
tion. 

The range of wages, from ‘‘$3000 a month or even more, in- 
cluding premiums’ for the manager of a large retail establish- 
ment to about $100 a month for salesmen (p. 249) is a far cry from 
equality. In addition the use of premiums is strangely similar 
to certain capitalistic devices—although not on the same scale. 
Privilege is also reflected in the ‘“‘rise of class shops’’ (p. 239). 
That even in Russia business receives privileges is noted many 
times; for example, the ability to ‘ignore the red tape in which all 
Plans are wrapped depends largely on their importance and the 
size of their turnover’ (p. 120). 

Although statistics are admittedly inadequate, a study of 
nominal and real wages concludes that “‘it is doubtful whether 
the real wages of the lower paid wage earners enabled them to 
increase their consumption of the necessities of life let alone of 
luxuries’’ (p. 288). The paradox of a rising national output and 
little change in real wages for industrial workers is explained by 
the increased consumption of the peasant and the development of a 
higher income group. 

In light of the significance of price control in a communistic 
state the failure to include a more intensive analysis of the ‘‘pricing 
process’’ and its substitute lessens the value of this book. In 
addition the treatment in many sections of the book strikes the 
reader as being casual rather than reflecting any intensive research. 
However, simplicity of style (the author can’t help the names) 
contributes to making the book very readable. 

New York University Jutes BackMAN 


The German Fat Plan and Its Economic Setting. By Karl Brandt. 
Stanford University, California: Food Research Institute, 
September, 1938. Pp. xii, 344. $3.00. 
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Dr. Brandt's study may provide a partial answer to those who 
ask where government intervention in the production, processing, 
and pricing of agricultural staples to secure market stability and 
agricultural security may end. In the case of Germany, inter- 
vention in the form of tariffs, import quotas, and compulsory 
milling of domestic cereals in an attempt to stabilize the market 
for grains necessitated similar protection for the dairy industry, 
and a gradual extension of control over all animal and vegetable 
fats and oils. Major aspects of the fat stabilization program 
included a government fat monopoly established in 1933 for the 
control of the entire market and the fixing of prices for edible 
fats, including dairy products; the imposition of production 
quotas for margarine industries and oil mills; and the compulsory 
use in these industries of domestic materials in an attempt to 
reduce dependency upon imported oil seeds. 

The problem of stabilizing the German fat market is considered 
more than an isolated experiment in farm relief, for the author 
states (p. 295) that it is solidly embedded in the economic policy 
of autarchy and ‘‘is part of a new political, social, and economic 
ethics which is the successor of the post-war phases of socially 
restrained and transitional capitalism.’’ Thus part of Germany's 
self-assigned task is elimination of dependency upon imports of 
fats and oils which have constituted close to half of the total 
supply in the past. The author outlines the possibilities of closing 
this “‘fat gap,"’ and his conclusions should be of interest to those 
who see herein a weak link in a German military economy. 

Particularly noteworthy is Dr. Brandt’s analysis of the inter- 
relationship of various German markets for edible fats, his inter- 
pretation of German consumption habit, and his general integra- 
tion of material necessary to the understanding of the economic 
setting and the full scope of the German Fat Plan. 

University of North Carolina Auten T. BoNNELL 


Control of International Trade. By Heinrich Heuser. Philadelphia: 
Blakiston Co., 1939. Pp. x, 282. $3.50. ‘ 
Perhaps it is indicative of the resignation of a modern foreign 

trade theorist to the politically inevitable that, instead of evalu- 

ating the relative advantages of free over restricted trade, Dr. 
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Heuser devotes much of his book to determining the lesser of many 
current restrictive evils. By implication he has assigned a com- 
parative degree of virtue to simple tariffs, for they tend to cause 
less distortion of domestic prices relative to world prices than do 
various types of import quotas or foreign exchange restrictions. 

Of interest is the conclusion that import quotas facilitate the 
creation of import monopolies when license-holding importers 
may buy at world prices and sell in national markets in which 
arbitrary limitation of supply has resulted in higher prices. Fall- 
ing world prices increase the margin of monopoly profits. Tariffs 
on the other hand, unless they are extremely high, do not permit a 
complete monopoly of domestic production, for the national 
monopolist cannot raise prices above the foreign price plus the 
tariff. Additional monopoly profits may be obtained in some cases 
when importers do not purchase their full quotas. Rationing of 
foreign exchange for the purchase of imports has much the same 
effect on national prices as quotas. 

Dr. Heuser draws a distinction between those countries (France, 
Holland, Belgium, and Switzerland) which resorted to restrictions 
primarily in order to protect certain industries from foreign compe- 
tition and maintain employment, and those Baltic and Balkan 
countries which introduced restrictions for the purpose of balanc- 
ing international payments and maintaining the stability of their 
currencies. A closer analysis of the latter countries might have 
revealed that they, as debtors, were trying to prevent forced 
liquidations and an accompanying price deflation which would 
have accentuated business depression and unemployment. A 
depreciation of the external value of their currencies would have 
been but a symptom of other basic difficulties, some of which 
would have been the result of heavy imports. 

In view of the careful preparation of theoretical material re- 
garding the effects of restrictions upon prices, trade, and produc- 
tion, the reader might well hope for a more detailed historical 
verification of the theory in the study of a few of the major coun- 
tries rather than a cursory examination of the effects of restrictions 
in many. 

University of North Carolina Aten T. BoNNELL 
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Commodity Flow and Capital Formation. Vol. 1. By Simon Kuz- 
nets. New York: National Bureau of Economic Research, 
1938. Pp. x, 505. $5.00. 

The development of monetary and business cycle theory along 
new lines has revealed the deficiency in our available statistical 
data concerning some fundamental forms of economic activity and 
economic behavior. Specifically, the great emphasis placed in 
recent theory on income, expenditure, and investment, has shown 
the need for more precise measurement of these phenomena and 
the pattern of their fluctuations over time. Without facts as a 
constant guide, theory is in danger of entering a blind alley or a 
misleading path. 

Fortunately, able statisticians and economists have been aware 
of this need, and they have provided us with much, but not all, 
of the missing data. Such studies as those of Colin Clark of the 
national income in Great Britain, published in 1932, and the 
memorandum on investment in fixed capital in Great Britain, 
published in 1934, provided the material required for a realistic 
interpretation of the new monetary theories. In this country, the 
National Bureau of Economic Research has long been engaged in 
making studies of this kind; and Professor Kuznets’ volume on 
commodity flow and capital formation is unquestionably one of 
the most useful of the many studies published by the National 
Bureau of Economic Research. 

The study is conveniently divided into eight parts. In the first 
and second parts, manufactured commodities are classified into the 
four major divisions that Kuznets uses throughout: perishable, 
semi-durable, durable consumers’ and durable producers’ com- 
modities. To these manufactured commodites are later added 
the output of agricultural commodities, and the amount of con- 
struction, repairs and maintenance. The value of the annual 
output of finished commodities is in all instances given in current 
prices and in 1929 prices. In the third and fourth parts the addi- 
tional value imparted to commodities in the course of transpor- 
tation and distribution is estimated. The value of finished 
commodities at the cost to ultimate consumers is then estimated. 
To secure estimates of gross and net capital formation in accord- 
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ance with the variants defined by Kuznets, the flow of durable 
producers’ goods is augmented by the amount of construction, 
maintenance and repairs, corrected for capital consumption, and 
allowance then made for net changes in inventories, and the net 
balance of foreign payments. In the eighth part, the study is 
summarized and further data given on commodity flow, gross and 
net capital formation, and national product. 

Although the greatest value of the study will undoubtedly be 
the tremendous amount of statistical information it provides, it 
should also be noted that Professor Kuznets’ discussion of the 
theoretical and statistical problems involved in making these 
estimates are also of great interest and importance. 

University of North Carolina E. M. BernsTEIN 


Practical Bank Credit. By Roy A. Foulke and Herbert V. Proch- 
now. New York: Prentice-Hall, 1939. Pp. xii, 690. $5.60. 
This book takes a credit file, analyzes and describes sources of 

credit information such as Dunn & Bradstreet, describes such 
financial statements as balance sheets, profit and loss statements, 
surplus accounts, budgets and trial balances, discusses various 
types of loans including the legal aspects, treats slow loans and 
losses, and concludes with examples of typical requests for bank 
credit. 

The theory of the book is that banks can write up their credit 
projects. While invaluable to a beginner in a bank and perhaps 
useful to bank executives for control purposes, the result of prac- 
ticing such a theory will be to make the personnel of banks 
glorified clerks. The ordinary person, without being confronted 
with specific problems, would be overwhelmed with such outlines. 
The book is an abstraction of practical situations and does not 
cut incisively enough to be of interest to experienced bankers. 
Banking research is not a complete answer to banking problems. 
The authors show a lack of realism in understanding the cat-and- 
dog phases of credit art. 

The chief criticism of the book is the lack of analysis. Most 
bankers are aware of the descriptive nature of Dunn & Bradstreet 
services. The discussion here would have been more worth-while 
if critically evaluated in terms of what use bankers can make 
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specifically of such services. The same is true of the material on 
financial statements. The authors concern themselves with 
elementary accounting when they could be firing at the bulls-eye. 
At numerous points the real significance of data is glossed over.! 
When analysis is attempted, outside sources are not indicated 
definitely .* 

In a treatise on practical matters too much theoretical con- 
sistency cannot be expected; but the authors might have put their 
house in better order in such matters as the relation of accounting 
to banking,* the responsibility for business failures,‘ the exaltation 
of the capitalistic order,® style,* and footnotes.? The book itself 
is both a casebook and a textbook without being definitely either. 
The chapter on ““The Legal Aspects of Bank Loans’’ is a corpus 
juris statement of Illinois law with little concern as to what law 
governs, i.e., whether the majority, the minority, or the exclusive 
position of the law.*® 

The chief omission is the failure to evaluate the use of sales 
programs and budgets as tools which will enable marketing 
trained minds to compete regularly with the credit department. 
The regular use of such tools will enable the stature of the banker 
to increase a hundred fold in the future. There is no bibliography 
unless the sporadic footnotes can be accepted as such. The diction 
is not acceptable.°® 

While the authors are to be commended for pioneering and for 
the ambitiousness of their attempt, either rapid revision’® or adop- 


1E.g., pp. 13 (1934 bank losses), 323 (trial balance analysis), 343 (term loans), 460 (per- 
sonal loans). 

* Sources in general are inadequate. References are sometimes oral pp. (352), to moving 
pictures (587), suspended (e.g., 200, 567), incomplete (293, 405), and often do not give the 
best authorities (67, 100, 293, 587). 

3 On p. 189 the difference between the accounting standards of the SEC and commercial 
banks is recognized. On p. 186 and other places the difference is not recognized. 

4 When a business fails, the responsibility devolves directly on the management. In the 
case of banks, external causes may be at work. C.XXII. 

5 Compare pp. 64, 67 with the balance of the book. 

6 Dogmatism (e. g. p.19ff) alternates with provisionalness (e.g. p. 248). 

7 Some are excessively long (pp. 212, 217), inconsistent in form (cf. pp. 224, 251), raise 
questions (e.g., 581), and are worthless (e.g., 569). 

8 Written by Homer J. Livingston, Esq., The First National Bank of Chicago. 

9 E.g., pp. 4, 64, 161, 168, 180, 186, 195, 208, 230, 258, 271, 390, 583. 

10 Digressive padding is to be found clearly on pp. 14, 20, 21, 65, 67, 84, 89, 100, 110, 180, 
213, 217, 406, 407, 430, 433, 582. 
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tion of a sustained line of analysis will be required to make this 
work, highly important as it is, of more than passing interest. 
University of Kentucky Orsa F. Traytor 


Savings Banking in New York State. By Weldon Welfling. Durham, 
N. C.: Duke University Press, 1939. Pp. xiv, 205. $3.00. 
Savings banks as a component element in the financial system 

of the United States have not received their meed of attention. 
Perhaps this is partly due to their regional concentration in a 
few states and the merging of this function in other areas into the 
commercial banking structure. The present volume makes a 
definitely valuable contribution in this relatively neglected field. 
Restricted to a study of the mutual savings banks in New York 
whose institutions possess approximately half (p. 5) of the re- 
sources of all mutual savings banks in the United States, the study 
nevertheless has a much wider interest by virtue of the representa- 
tive sample and, more fundamentally, because the author has 
succeeded admirably in integrating the analysis into the frame- 
work of the entire financial system. 

The first five chapters are devoted to the evolution of these banks 
from semi-charitable organizations to full-bodied institutions with 
vast resources at the end of 1929. Thereupon, the treatment 
shifts to an analysis of the mortgage loan experience of these 
banks (chapters 6-7), changes in investment policy (chapter 8), 
rediscount and cooperative facilities (chapter 9), problems of 
liquidity (chapter 10), and the increasing competition encoun- 
tered by them (chapter 11). The historical section of the book 
is adequate but not exhaustive. The analytical sections evidence 
painstaking research, thorough analysis, and maturity of 
judgment. 

Especially suggestive is the evaluation of the mortgage loan 
experience of these banks which, among other conclusions, leads 
the author very properly to condemn the liberalization of the 
mortgage loan restrictions of national banking laws in 1935 
(pp. 181-182). Similarly, the analysis of the facilities for cooper- 
ative action which savings banks from experience have established 
illuminates the age-old issue of the degree of mutual action essen- 
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tial to a sound savings banking structure and by implication for a 
well fortified commercial banking system as well. Whether by 
nature, design, or accident, it is interesting to compare the degree 
of cooperative action which featured the savings banks during 
the depression with the relatively less amount of such mutual 
assistance among the commercial banks. Space prevents further 
elaboration of the meaty contents of this excellent volume with 
which the reviewer is in substantial agreement except as to the 
emphasis placed upon liquidity as a canon of savings bank admin- 
istration. Throughout the study somewhat more emphasis should 
have been placed on soundness of bank assets and somewhat less 
concern should have been shown for liquidity. Concretely, 
mortgages with amortization clauses are preferable to those 
without such provisions (p. 169) primarily because amortizable 
mortgages are sounder assets by virtue of the steadily decreasing 
debt ratio to security, rather than because they may, if the incoming 
principal payments are not re-invested, increase the liquidity ratio 
of the banks. But this qualification should not becloud the 
superior merit of this splendid contribution to financial literature. 
University of North Carolina Joun B. WoostEy 


Member-Bank Borrowing. By Robert C. Turner. Columbus: Ohio 

State University, 1938. Pp. xiv, 243. 

In his introduction Mr. Turner states that the ‘‘central problem 

.. is the analysis of the forces which influence the volume of 
member-bank borrowing, and a critical examination of the leading 
theories of member-bank borrowing in the light of present bank- 
ing practice.” 

The first two chapters are devoted to an analysis of ‘‘Forces 
Affecting, and Means of Adjusting Member-bank Reserves.’ 
The discussion then passes to borrowing as a method of adjustment 
and the author is led to take up ‘“The Need Theory of Borrowing”’ 
as distinguished from the profit theory. In this connection 
Riefler's Money Rates and Money Markets in the United States come 
in for critical analysis. In order to make this section more effec- 
tive, Mr. Turner has, fortunately, brought some of Riefler’s data 
up to a fairly recent date. 

Riefler’s definition of borrowing for need is considered too 
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inclusive, so the author works out one thought to be more satis- 
factory even though rather long. But he also presents it in more 
abbreviated form as “‘borrowing to enable a bank to meet the 
legitimate demands of its customers in commerce, agriculture and 
industry, or to maintain its secondary reserves.”’ 

Mr. Turner concludes that the need for borrowing, when re- 
defined, ‘‘is probably only one of the factors in determining the 
volume of borrowing.’’ Hence he turns to the profit theory and 
it is concluded that short-term, open-market loans show a positive 
degree of relationship between the profit spread and the volume 
of discounts. When the data are studied by Federal Reserve 
districts, the profit theory seems to offer a partial explanation of 
changes in the volume of borrowing, but there appears to be a 
limit beyond which borrowing does not go in response to increases 
in the profit spread. Moreover, the profit theory is found to be 
applicable only when a substantial volume of open-market hold- 
ings exist which might be used as an alternative to borrowing. 

It is also found that the applicability of the profit theory varies 
in the several reserve districts, but, that for every district and for 
every time interval tested, there was a tendency for movements 
in the profits spread and discounts to be either synchronous or for 
the profit spread to lead and for discounts to follow. The lag 
also differed by districts. The examination is concluded with the 
admission that the profit theory cannot offer a complete explana- 
tion of changes in the volume of borrowing. 

In his final chapter, ‘‘A General Theory of Borrowing,’’ the 
findings are assembled and it is concluded that since borrowing for 
profit is only partly satisfactory as an explanation, there must be 
other factors which should be taken into account. Among them 
lack of knowledge of the money-market, habit and custom, and 
the purely personal attitudes of bankers are mentioned. When 
these have been considered the author still finds it difficult to 
“determine definite, precise rules of conduct which should be 
followed in formulating Federal Reserve policy.”’ 

With this final conclusion the reviewer agrees. There are 
imponderables of significance which do not readily lend themselves 
to the patient, careful statistical work of Mr. Turner, and, there- 
fore, under existing conditions, precise rules of conduct cannot be 
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laid down. There will, therefore, always be differences of opinion 
respecting the exact content of a theory of borrowing for the 
Federal Reserve System. Even so, all students of the subject 
will find it much worth their while to examine Mr. Turner’s work 
with care. 

University of Virginia E. A. Kincarp 


Government Corporations and Federal Funds. By John McDiarmid 
Chicago: University of Chicago Press, 1938. Pp. xix, 244. 
$2.50. 

The question, what economic goods and services should be 
produced by governments or agencies thereof, is related to, but 
distinct from the question, what method of managing public 
economic undertakings is most likely to ensure efficiency. 

In this book, as the title suggests, attention is confined to the 
latter question, more specifically to analysis and description of the 
device which is being used more and more by the federal govern- 
ment in an effort to increase administrative efficiency in its ““busi- 
ness’’ enterprises, namely, the corporation. The author’s descrip- 
tion of the 38 government corporations, of which 28 are extant 
(charitable and educational corporations are not considered), is 
carefully documented and concise. His clear, easy style makes 
for agreeable reading. 

The expenditures of ordinary governmental agencies are normally 
controlled by the Comptroller General's office, chiefly through the 
congressionally delegated ‘‘power to disallow disbursements to 
which he takes exception.”’ 

Much of this book is taken up with disputes that have arisen 
between the Comptroller General's office and most of the govern- 
ment corporations over the division of powers. The author's 
opinion is that the comptroller has not infrequently exercized 
his powers unduly; that his emphasis has been ‘‘on legalistic and 
procedural detail’’ (p. 224); that his audit reports have sometimes 
given ‘‘an entirely erroneous impression concerning the degree 
of efficiency with which a corporate activity is being conducted”’ 
(p. 225). It is contended that much blame for this friction be- 
tween the Comptroller General's office and the corporations, how- 
ever, should be laid upon the Congress, partly because inadequate 








396 BOOK REVIEWS 


funds and personnel were made available to the comptroller’s 
office, but mainly because the relationship between that office 
and the corporations has not been clearly and unequivocally de- 
fined in the acts of Congress. 

The author’s seven specific recommendations, given in the 
conclusion, are pointed and well taken. Professor Marshall E. 
Dimock has written a brief introduction to the book. 

The Woman’ s College, Freperick H. BuNTING 

University of North Carolina 


Caldwell and Company. By John Berry McFerrin. Chapel Hill: 
University of North Carolina Press, 1939. Pp. x, 284. $3.50. 
Scholarly histories of particular business or financial firms are 

scarce in our literature. This book is an excellent history of the 

greatest Southern security house, and of its system of banks, in- 
surance companies, and other affiliates. It is documented with 

550 teferences to audit reports, court records, newspaper items, 

and personal interviews. The picture is detailed, complex, and 

comprehensive, but the outline is clear enough. 

The story is that of a young surety bond salesman who founded a 
municipal bond house in Nashville, Tennessee, and for 13 years 
was able to expand his business to include real estate, industrial 
financing, the control of banks, insurance companies, newspapers, 
and factories, until he dominated the government of one state 
and the financial welfare of most of the South. It was a house of 
cards, tied together with shoestring. The author gives details 
of the trick by which the Atlanta Constitution was to have been 
purchased for a ridiculously low price, and tells of the ‘‘hollow 
mortgage’ by which the principal character financed his half 
million dollar home. He tells of the looting of banks and insur- 
ance companies, of the violation of trusts, of the political favorit- 
ism by which most of the principals escaped jail and retained much 
of their wealth after the crash. 

There is material for propaganda here, but, save for an occa- 
sional expression such as ‘‘travesty on justice,’’ or “‘little short of 
shocking,’’ the author's tone is calm and scientific throughout. 
The need for a Southern security house and its contribution to 
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Southern economic life are brought out, as well as the illegalities 
and antisocial devices used to build it. 

It is not a criticism of this book to say that there are other parts 
of the picture which also need to be filled in. The broad economic 
background, the intimate biographies of the principal characters, 
a case study of victims of the crash,—all these and more need to be 
written before we can really get at the meaning of incidents such 
as the rise and fall of Caldwell and Company. But if every crash 
in the 1930's were to be as thoroughly investigated as Caldwell 
and Company, we would have some foundation for a better moral 
and legal regulation of financial capitalism. 

University of Kentucky Epcar Z. PatMer 


Cases on Public Utility Regulation. By Irston R. Barnes. New 

York: Crofts & Co., 1938. Pp. xx, 984. $5.00. 

This is a case book designed primarily for college courses in 
public utility regulation. The collection contains 162 cases, 
which are divided about equally between the decisions of the 
Supreme Court of the United States and those of the lower courts 
and commissions. Also included are the Bill to Enact the Pru- 
dent Investment Basis of Rate Regulation, by the Commission on 
Revision of the Public Service Commissions Law, New York, and 
the Public Utility Holding Company Act of 1935. 

Within its field, this volume leaves little to be desired. The 
selection and arrangement of the cases are logical, discriminating, 
and judicious. Each of the 19 chapters is introduced, not by a 
few perfunctory remarks, but by a well-edited summary, one to 
three pages in length. Each decision is preceded by a concise 
statement of its background; is given in one place (page numbers 
of the original report included); and is referred to by appropriate 
cross references under more than one heading, when two or more 
major issues are directly involved. Topics giving rise to basic 
differences of viewpoint are wisely accompanied with dissenting 
opinions. Each chapter closes with a number of suggestive queries 
and a list of readings, and the book closes with a short bibliogra- 
phy and an excellent index. 

Although the lists of readings contain practically no reference 








398 BOOK REVIEWS 


to much valuable periddical literature, and although the material 
on recent federal power policy is perhaps too scant; yet such criti- 
cism as is leveled against this book must relate primarily to the 
limitations of the case method rather than to the volume itself. 
As a text or reference for public utility courses which are based 
upon the case procedure the book is to be highly commended, 
especially where source data are not readily available. 
University of Florida Truman C. BicHAM 


Public Utility Taxation in Ohio. By James Carlton Dockeray. 
Columbus: Ohio State University Press, 1938. Pp. xiv, 200. 
This volume reflects a painstaking description of utility taxation 

in Ohio, including an uninspired tracing of historical development 

(about two-fifths of the text) which may be omitted ‘‘without any 

great loss in clarity and understanding”’ (p. viii); an unimagina- 

tive examination of assessment practice, which proceeds on the 
seeming assumption that no such problems have ever been faced 
elsewhere; a definitely routine discussion of the gross receipts 
tax paid by utility companies; an extremely abbreviated considera- 
tion of the Ohio intangibles tax as applied to utilities; and some 
theoretically uncertain comment on the tax burden of various 

classes of public service enterprises. The author gives the im- 

pression of having adopted the same attitude toward experience 

of, or ideas from, other states as did many American schools to- 
ward German language and literature during 1917-1918. In 
point of fact such obvious secondary sources as the National Tax 

Association publications and the statistical reports of the Inter- 

state Commerce Commission are persistently ignored—to the 

serious detriment of the study (e.g., pp. 103, 104). It must be 
admitted, however, that in his bibliography (pp. 192-193) the 
author does list five items not bearing exclusively on internal 

Ohio subject matter. (Two of these have been cited merely as 

providing business indices.) 

Although the usefulness of Professor Dockeray’s work is severely 
limited by inaccuracies arising from Ohio self-sufficiency and by 
the false impression conveyed that Ohio tax policies and practices 
developed and now are applied in a vacuum, and although its 
form is a reflection of considerable carelessness in writing (for 
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examples of bad syntax, for instance, see pp. 65, 74, and 76), 
the study makes a definite contribution to the literature. The 
value consists mainly in the concrete and direct examination of 
Ohio practice—which, from the evidence here supplied, must 
indeed be unstimulating to the would-be analyst. In general it 
may be said that the usefulness of the report lies in the evidently 
careful descriptive and statistical data ragarding Ohio taxation 
and consists mainly in having the material available for use in 
analysis of a more trustworthy character than that found in this 
volume. 
University of Kentucky. James W. Martin 


Economics and Society. By John F. Cronin. American Book Co., 

1939. Pp. xi, 456. $2.50. 

This interesting and well written book is designed to guide the 
average student to economics. It is not a systematic treatise yet 
does not stop with description. Father Cronin has attempted an 
analysis of many social implications of our economic system, the 
causes of maladjustments, and an appraisal of many reforms. The 
reforms suggested do not contemplate anything in the nature of 
communism or fascism, but rather the book “‘seeks a more demo- 
cratic method of reform which, while not rejecting the help of the 
political state, relies mainly upon the forces of selfgovernment”’ 
(viii). Approval is given to the system advocated by Pope Pius 
XI because ‘“‘this method restores economic democracy to the 
dispossessed, the while strengthening the forces of our American 
democratic political system’’ (ix). 

There are two parts. Part I, ‘‘Fundamentals of Modern Eco- 
nomic Life’’ has eight chapters. The first three chapters describe 
the physical, historical and legal background of modern economic 
society. These traditional topics are treated with a freshness 
of style and a skill in exposition seldom encountered in economics 
textbooks. Each chapter poses certain problems, suggests con- 
clusions and offers reforms. Chapter II, ‘“The Historical Back- 
ground,”’ is particularly noteworthy. Instead of a dreary recital 
of productive processes characterizing medieval society and the 
chronology of technological innovations frequently called the 
‘Industrial Revolution,’’ one finds an unusually clear institutional 
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account of the breakdown of the ethical control formerly exercised 
by the Catholic Church, the growth of individualism, the develop- 
ment of the middle class and the spirit of capitalism. 

Economists of the neo-classical persuasion will be displeased 
over the omission of well-rounded value and distribution theory. 
Price is covered in two short chapters. Distribution, in the 
systematic sense, is wholly omitted. Various theories of the 
business cycle, and democratic and authortarian economic systems 
are discussed and evaluated in the last three chapters of Part I. 

Part II consists of eight chapters dealing with the following 
problems: labor; the consumer; public finance; agriculture; inter- 
national trade; money and banking; investment; public utilities. 
The many controversial issues are fairly, intelligently and inter- 
estingly treated. Naturally one is in disagreement with particular 
suggestions and somewhat irked with occasional weaknesses of 
terminology, e¢.g., the identification of the standard of value and 
common denominator of value functions of money, or the failure 
to distinguish carefully between money and credit. 

Economics and Society deserves reading by all students. It might 
well be used either as a text in a course before principles, or as a 
companion text in a principles-problems course. It hardly 
would be acceptable as a principles text. 

University of Alabama Paut E. ALYEA 


Economic Principles in Practice. By Bruce Winston Knight. New 

York: Farrar and Rinehart, 1939. Pp. 606. $3.25. 

‘In this present work,’’ writes Professor Knight in the Preface, 
‘I have tried hard to interest the beginner in the elements of eco- 
nomics.’’ In so far as an attractive style in presentation and good 
judgment in emphasis contribute to that end, the book is a pro- 
nounced success. It appears well suited to beginning classes 
whether or not individual students intend to pursue the subject 
in advanced courses. Outstanding features include a brief but 
essential treatment of the general theory of equilibrium; a realistic 
sketch of the economy in operation, especially of various phases 
of the pricing process; and a balanced critique of the economic 
problems that have arisen and of the ‘‘isms’’ which exist in im- 
agination and in partial reality. 
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While the treatment of all topics is brief, it is invariably perti- 
nent. This is the sort of book that many instructors in beginning 
economic courses must be looking for. 

The publishers deserve praise for an excellent job in book 
making. 

University of North Carolina James GitBert Evans 


Seasonal Variations in Employment in the United States. By W. S. 
Woytinsky. New York: Social Science Research Council, 
1939. Pp. vi, 154. $1.50. 

The present volume is an offshoot of Mr. Woytinsky’s investi- 
gation of existing industrial, occupational, and employment 
statistics for the Committee on Social Security of the Social Science 
Research Council. The major results of this investigation were 
published in the fall of 1938 under the title of Labor in the United 
States: Basic Statistics for Social Security. The problem of seasonality 
was reserved for the special treatment embodied in this volume, 
with the purpose, in large part, of stimulating research in states 
or other limited areas by unemployment compensation agencies. 

Essentially Mr. Woytinsky seeks to deal with the method- 
ological problems that arise in attempts to measure seasonal 
variations inemployment. His discussion of method is integrated 
with an analysis of the available employment statistics for the 
United States as a whole. The book, therefore, is of interest 
to the general student of labor problems as well as to the techni- 
cian charged with the planning of studies in this field. 

Probably Mr. Woytinsky’s most interesting methodological 
observation is that, at least for the country as a whole, the magni- 
tude of seasonal variation for the larger industrial groups appears 
independent of cyclical influences, and hence that the measurement 
of seasonal variations should be in constant units rather than in 
terms of percentage deviations from the non-seasonal level. The 
testing of data to determine which type of measurement formula 
should be used is described in notes 2 and 3 at the end of the 
volume. Of the several methods of segregating the short-time 
variations from secular and cyclical movements, Mr. Woytinsky 
favors the use of the moving average. He points out that “‘since 
seasonal rhythm in employment can by its nature be measured 
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only roughly, complicated mathematical calculations hardly seem 
justified.’ 

On the basis of the methods and assumptions incompletely out- 
lined above, Mr. Woytinsky examines available employment 
statistics for the purpose of charting seasonal rhythms in agri- 
culture, mining, manufactures, and other major industrial divi- 
sions, and of measuring the volume of seasonal employment and 
unemployment in these industrial groupings. He then constructs 
a very interesting “‘calendar’’ by months of typical seasonal 
variations in employment. Finally, since all seasonal unemploy- 
ment is not reflected in the number of persons totally unemployed 
from seasonal causes, seasonal variations in weekly earnings and 
hours of work, which indicate partial unemployment, are 
examined. 

Washington, D. C. H. M. Douty 


Reports on Public Assistance to the Administrator, Works Progress 
Administration, New York City. New York: Works Progress 
Administration, 1939. Pp. 268. 

‘What are the most effective practical steps which can be taken 
to reduce the number of unemployed? . . . Is work relief the best 
method of handling large scale unemployment for long periods? 
For short periods? . . . Is there need for a general undifferentiated 
relief program based solely on need? To what extent would this 
absorb present categories? . . . What would be the cost of a satis- 
factory public assistance program?”’ 

These are a few of the questions propounded by the Adminis- 
trator of the Works Progress Administration for the city of New 
York to an advisory council composed of distinguished business 
persons in New York City. The Reports on Public Assistance con- 
tain the recommendations of the advisory council and the findings 
of the research staff upon which the council’s conclusions were 
largely based. The study was made with particular reference to 
New York City. Yet its scope is so extensive, as indicated by the 
above questions, as to offer findings of interest to the country as a 
whole. 

The report presents a significant and needed picture of the inter- 
relationships of the various types of relief and the social insurances 
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with our economy asa whole. The data and analysis upon which 
its conclusions are based deal with subjects ranging from the busi- 
ness cycle to management problems within a work relief program. 
The report is written clearly and understandably. It is illustrated 
with tables and a good selection of charts. Because of its broad 
scope and clear presentation, it should be of interest not only to 
persons in the social services, but also to the economist and the 
layman. 

The ‘‘relief problem’’ has too long been viewed—by federal, 
state, and local governments—as one of obtaining tax revenues 
from any available source to care for those already in need. Too 
seldom has the relation of this ‘‘relief problem’’ to private employ- 
ment, to the national purchasing power, to federal and state 
finances, been considered from other than an immediate, emergent 
point of view. Studies of the ‘‘relief problem’’ for the future 
should be replaced by studies of the social services, i.e., the social 
insurances, placement services, education, work relief, public 
assistance, and public health services, and their relation to the 
national economy and its institutions. This report offers a pattern 
deserving of careful consideration. 

Bureau of Old-Age and Survivors Insurance, Joun J. Corson 

Social Security Board 


Next Steps in Consumer Education. Proceedings of a National Con- 
ference on Consumer Education, sponsored by Institute for 
Consumer Education, Stephens College, Columbia, Missouri, 
April, 1939. Issued as Bulletin No. 1, August, 1939. Pp. 189. 
$1.00. 

In December, 1937, Alfred P. Sloan, Jr., chairman of General 
Motors Corporation, endowed a foundation bearing his name 
with $10,000,000, the proceeds of which are to be used to develop 
‘‘a nation of economic literates.’’ In 1938 grants totaling $367,520 
were made or promised to ten institutions for education in eco- 
nomics. One of those institutions was Stephens College to which 
a grant of $72,000 was made to establish an Institute For Consumer 
Education. The institute got under way in the fall of 1938 and 
as part of its program sponsored the first national conference on 
consumer education in April, 1939. 
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Response to institute invitations was unexpectedly large. More 
than 400 persons representing scores of interests traveled to Co- 
lumbia. There were teachers of general economics, home eco- 
nomics, business economics, marketing, and advertising; there 
were representatives of such business interests as small loan 
companies, mail-order houses, department stores, and magazine 
publishers; there were representatives of government agencies, of 
private consumer testing services, and of consumers’ cooperatives; 
and there were representatives of several women’s organizations. 

In view of the conflicting interests perhaps it is surprising that 
the conference succeeded as well as it did. While there was a 
strong undercurrent of tension, there was also much lip-service 
to the doctrine of identity of interests. Not until the last session 
was the inherent conflict of interests openly recognized, when 
Stacy May called for their realistic recognition and a maintenance 
of balance among them, to replace the present unbalance against 
consumers. 

After considering ‘‘the challenge of consumer problems’’ con- 
ferees turned their attention to the task of ‘‘choosing, using and 
improving materials’’ and of ‘“‘meeting the needs of particular 
consumer groups.’’ The “‘interrelations of consumer education 
and marketing’ were discussed and consideration was given to the 
question “‘How far can education solve consumer problems?” 
In considering the relationship of consumer education to other 
subjects one gets the impression that consumer education is the 
long-neglected but now suddenly popular illegitimate child whose 
parentage is not only acknowledged but insisted upon by at least 
five sires. 

What are the next steps in consumer education? What should 
be and what will be the attitudes of various interest groups toward 
a developing consumer movement? Business should favor it, says 
a businessman (p. 164) but does not and probably will not. Ad- 
vertisers and consumers should get together on a genuine basis of 
cooperation, but not the kind that benefits one side only (p. 163). 
It is retail managers and advertisers who are ‘‘preventing effective 
cooperation between business and the consumer groups;’’ (p. 168) 
this is the point therefore at which the next step must be taken. 

Regarded as a strictly educational movement, a4 next step is to 
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develop a program of consumer action among the rank and file, 
particularly among those whose income is $22 a week. Educators 
must decide the levels at which consumer education can be given 
to accord with consumers’ needs in the way of skills, knowledge 
and insights. Consumers must be organized as a coordinating, 
directing force which will have influence on producers and on 
government; to that end consumers’ cooperatives are admirably 
adapted. Consumer education will develop as a separate subject 
but it will also percolate into related subjects; in fact it must 
operate on all levels from kindergarten to adult education. 

The values of an annual conference and a consumers’ journal 
were recognized. The institute has announced plans for a second 
conference to be held in April, 1940, and, partly as an outgrowth 
of the 1939 conference, a Consumer Education Association was 
organized and plans laid for a Consumer Education Journal, the 
first number of which appeared in October, 1939. And so the 
consumer movement marches on! 

Denison University LeLanp J. GorDoN 


Milestones of Marketing. By George Burton Hotchkiss. New 

York: Macmillan Co., 1938. Pp. xvi, 305. $2.50. 

When one considers the growth and importance of marketing 
he wonders that a book on its history has not appeared earlier. 
In our highly organized industrial system the problems of exchange 
of values are assuming major importance. 

Professor Hotchkiss here gives us in his brief survey an outline 
of the changes that have taken place in the exchange of goods from 
the beginning of the earliest English trade. This has taken him 
back to the early Middle Ages. He has very carefully described 
the rise of the free towns with the decay of the manorial system. 
He discusses at some length the guild system in domestic marketing 
and the staples system that was the legalized system in England 
for certain products. 

His treatment of the subject of the regulated trading companies 
and the development of the merchantile system shows very clearly 
the relation of trade to the political institutions of that day. 
The discussion of the effects of the industrial revolution on market- 
ing and the changes that were wrought in both the size and power 
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of the industries, the rise of monopolies and large scale retailing, 
is filled with interesting facts. He also discusses the rise and 
importance of national advertising. After analyzing the effects 
of the World War on marketing, Professor Hotchkiss hastens to 
bring his work to a close by a rather rapid survey of the more 
recent trends in marketing. 

In reading this pioneer book one is delighted with the full 
treatment of the earlier periods of the development of marketing, 
but wishes that a fuller treatment might have been given of the 
present trends and influences that have been potent in creating the 
present complex system that we have. There is evidence of much 
careful work upon the subject and the author could have docu- 
mented certain passages of his work with footnote references to 
the advantage of the reader. It would have added to the personal 
touch of the book could reference have been made or notes given, 
naming the individuals who were important in bringing about the 
marketing movements. 

All in all the book is a valuable contribution to the field of 
marketing and is so written that it should afford useful materials 
for classroom use, valuable and informative material for the one 
engaged in marketing, and stimulating in its content to the general 
reader. The book should find a ready acceptance by all who are 
interested in the present problems of marketing and distribution 
of goods. 

Rollins College Wiii1aM MELCHER 


Business and Modern Society. Edited by M. P. McNair and H. T. 
Lewis. Cambridge: Harvard University Press, 1938. Pp. 411. 
$5.00. 

This book contains a heterogeneous collection of papers by 14 
Harvard professors. The volume, according to the editors, is 
‘“‘a sample of the thinking and interests of the Faculty of the 
Harvard Business School .. . making no attempt to survey the 
field of business in any comprehensive and orderly manner.’’ In- 
cluded in the array of subjects treated are management and adminis- 
tration problems, accounting reforms, business cycle theories, the 
federal debt, marketing developments, consumer demand, agricul- 
tural difficulties, and utility rate-making problems. Three of the 
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articles have been previously published, and though all were 
written over two years ago, only one or two are in any real sense 
outdated. 

Some of the papers illustrate the type of research that is being 
conducted at this influential school of business administration, 
others contain penetrating analyses of certain business problems, 
while still others include summaries of well-known programs and 
theories. In general the authors, avoiding panaceas, represent a 
progressive viewpoint in their attacks on sundry problems con- 
fronting the business community, with an underlying emphasis 
on the social responsibilities that the business executive must 
assume in modern society. 

The book, intended primarily for the business man, could be 
placed in libraries for reference purposes, while specific articles 
should appeal especially to economists interested in accounting, 
business management, and marketing. 

University of Richmond Gerorce M. Mop.in 


Applied General Statistics. By Frederick E. Croxton and Dudley 
J. Cowden. New York: Prentice-Hall, 1939. Pp. xvii, xviii, 
944. $4.00. 

This new text in statistical method is essentially a revision and 
enlargement of the authors’ older book, Practical Business Statis- 
tics. The shift from ‘‘business’’ to ‘“‘general’’ statistics is not 
apparent except in the illustrations. The emphasis is still on 
methods which are useful in the social sciences, and that emphasis 
has been increased rather than decreased in the new work. The 
additional material includes part of a chapter on kurtosis, atten- 
tion to the fitting of skew binomials and other skew curves, two 
remarkable chapters on reliability and significance, and an ad- 
vanced additional chapter each on trends, seasonals, and correla- 
tion. The increase in total content amounts to 80 per cent; 
leaving out the new material mentioned above, the increase in the 
other parts is 26 per cent. In the appendix are excellent detailed 
derivations of many of the formulas used. Needless to say, the 
new material on reliability includes the analysis of variance and 
small sample theory. The present book is so encyclopedic that 
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one wonders whether an alphabetical arrangement might not be 
the next step. 

Some faults of the old book are carried over into the new. A 
serious mistake in the ordinates of the normal curve, which the 
authors inherited from the old Chaddock book, is still there. 
The median and percentiles from the ungrouped series are under- 
stressed and their formula is given incorrectly. The authors hold 
to their questionable opinion that two vertical scales are permis- 
sible on a logarithmic but not on an arithmetic graph. No 
attention is given to the meaning of numbers in relation to the 
accuracy of original measurements and its effect on the accu- 
racy of statistical parameters. Titles of charts tend to be longer 
and less attractive than good practice dictates. These are small 
matters, however, easily rectified by an instructor using this 
as a text. 

A larger question concerns whether a full explanation of every 
useful statistical technique is a properly complete content for an 
elementary text in statistical method. What do the students 
need? They say, and I think they are right, that they do not get 
an explanation of what it is all about in any thorough-going 
fashion from any text. What is the place of statistics in scientific 
method? When does one use statistics and when does one not use 
it? What are the fields of greatest usefulness so far developed? 
How much detail in particular types of statistical analysis is worth- 
while? Perhaps writers of statistical texts have not yet thought 
out these matters themselves. If not, it is time they did so, 
before elaborating any more complicated methods. 

If an instructor had a text which consisted of elementary dis- 
cussion of the need for and application of statistical analysis, he 
could use the present book as a reference on technique. It has 
many excellent qualitites. The illustrations are drawn from real 
rather than hypothetical data; a generous number of illustrative 
tables, charts, and computations are given; the symbolism is 
carefully standardized; the necessary computational tables are 
given in the appendix; the writing is clear and forceful; the print is 
good; the references to other books are well selected; the mathe- 
matics are mostly in the appendix: in general the new book has the 
fine qualities of the old plus additional content. 

University of Kentucky EpGar Z. PALMER 























STATE NEWS 
KENTUCKY 


A survey of the costs of insurance on municipal property in 
Kentucky will be undertaken by the Kentucky Municipal League 
in the near future, pursuant to a resolution of the Sixteenth Annual 
Conference of the American Municipal Association, held at 
Chicago on November 1-2-3, which advocated such studies on a 
nation-wide scale. The procedure to be used in carrying out the 
project will be similar to that followed recently in Illinois, Michi- 
gan, Minnesota, New Mexico, New York, North Carolina, South 
Dakota, Texas, and Wisconsin. In each of those states the surveys 
have disclosed extremely low loss ratios on this class of property, 
and in some instances they have led directly to substantial rate 
reductions. It is believed that a similar condition will be shown 
to exist in Kentucky. 

University of Kentucky Crecitr C. CarPENTER 


NORTH CAROLINA 


North Carolina workmen or their heirs have been paid 
$16,446,636 in the last ten fiscal years, as the result of awards 
ordered by the State Industrial Commission. 

Of the total, $1,696,358 was awarded in 241,638 minor injury 
cases, in which medical expenses alone were necessary. The rest 
was divided among 323,226 cases of more serious accidents or 
fatalities involving medical costs and compensation for loss of 
time. 

Benefits of $12,095,670 have been distributed to unemployed and 
partially unemployed workers in North Carolina in the 21 months 
of benefit payments through October tenth. Employers had paid 
in contributions through this period a total of $27,362,648, to 
which is added $491,401 in interest on the balance in the United 
States Treasury. This leaves $15,758,379 in the state’s fund as of 
October tenth. 
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The fund's balance is credited to two funds, the ‘‘pooled fund’’ 
and the employer's individual account fund, in preparation for 
applying the “‘merit rating’’ plan adopted by the last session of 
the general assembly, when the employers qualify after about four 
years of operation. After that time, rates of payment of em- 
ployers meeting the requirements in stabilizing work in their 
operations will be permitted to pay lower contribution rates. 

A summary of building construction work in 21 identical cities 
in North Carolina showed for September, 1939, an increase of 4 
per cent in number of buildings and 17.1 per cent in estimated 
costs over the August figures for 1939. This represents a 26 per 
cent increase in number of buildings and a 142.1 per cent increase 
in estimated costs over the figures for September, 1938. 

In a recent study completed by the Statistical Division of the 
North Carolina Department of Labor and Industry on the average 
weekly earnings and the average hourly earnings of the employees 
in the cotton, hosiery, and silk and rayon industries, the following 
figures were presented: 


Average Weekly Earnings 


Year Silk and rayon Hosiery Cotton 
1935 $15 .53 $18 .64 $12.43 
1936 14.70 16.73 13.34 
1937 16.08 17-49 14.24 
1938 14.33 17.80 12.72 
1939 14.30 17.57 12.90 
Average Hourly Earnings 
1935 42.6¢ 47.1¢ 35-9F 
1936 42.1 47-5 35-9 
1937 43.6 49-6 40.1 
1938 39-0 50-3 38.7 
1939 38.8 49-3 36.6 


Duke University J. M. Kescu 























PERSONNEL NOTES 


Truman C. Bigham, University of Florida, was elected asso- 
ciate editor of the Southern Economic Journal at the last annual 
meeting of the Southern Economic Association. 

Malcolm H. Bryan, Federal Reserve Bank of Atlanta, was elected 
vice president in charge of program of the Southern Economic 
Association for 1940. 

Claude A. Campbell has resigned from Maryville College to 
become assistant professor of economics in the University of Okla- 
homa. 

S. M. Derrick, University of South Carolina, was elected vice 
president in charge of research of the Southern Economic Associa- 
tion for 1940. 

Adolf Drucker, formerly lecturer in economics at the University 
of Vienna, has been appointed lecturer in economics at the Univer- 
sity of North Carolina. 

Hans Haas, formerly a member of the Austrian tourism depart- 
ment, has been appointed lecturer in economics at the University 
of North Carolina. 

M. S. Heath has been promoted to full professor of economics in 
the Department of Economics and Commerce of the University of 
North Carolina. 

Clarence Heer, professor of economics at the University of North 
Carolina, is on leave of absence for the year. He is with the Fed- 
eral Security Agency in Washington. 

Ervin Hexner, formerly professor at the University of Bratislava, 
has been appointed lecturer in economics and political science at 
the University of North Carolina. 

Ralph C. Hon, Southwestern, was elected vice president in 
charge of membership of the Southern Economic Association. 

Calvin B. Hoover, dean of the Graduate School of Duke Univer- 
sity, spent the summer in Germany and Russia before going to 
Bergen, Norway, to attend the conference on international studies. 

D. Clark Hyde, University of Virginia, was re-elected secretary- 
treasurer of the Southern Economic Association at the annual 
meeting held in Charleston. 
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A. S. Keister, The Women’s College of the University of North 
Carolina, has been appointed as editor of the Southern Economic 
Journal for the University of North Carolina. 

M. C. Leager, North Carolina State College of the University 
of North Carolina, has been appointed editor of the Southern 
Economic Journal for the University of North Carolina. 

James W. Martin, of the University of Kentucky, was on the 
program of the American Petroleum Industries Committee meeting 
in New York, October 16-20. The title of his paper was ‘‘Current 
Trends and Probable Future Trends in Taxation, Public Finance 
and Expenditures.”’ 

Frederic Meyers has been appointed part-time instructor in 
economics in the Department of Economics and Commerce of the 
University of North Carolina. 

H. L. McCracken of Louisiana State University was re-elected 
editor of the Southern Economic Journal at the annual meeting 
of the Southern Economic Association. 

Henry M. Oliver, Jr., formerly of Duke University, is now on the 
economic staff of Yale University. He spent the past summer 
studying economic conditions in Germany and Russia. 

Edgar Z. Palmer, University of Kentucky, was elected associate 
editor of the Southern Economic Journal at the Charleston meeting 
of the Southern Economic Association. 

M. D. Taylor has been promoted to full professor of marketing 
in the Department of Economics and Commerce of the University 
of North Carolina. 

J. M. Waller has been appointed instructor in economics in the 
Department of Economics and Commerce of the University of 
North Carolina. 

W. Tate Whitman is at Duke University this year on a year’s 
leave of absence from the Department of Economics of The Citadel. 

F. S. Wilder, formerly at the University of North Carolina, has 
joined the teaching staff at Biltmore College. 

John B. Woosley, University of North Carolina, was elected 
president of the Southern Economic Association for 1940. 

Erich W. Zimmermann, Kenan professor of economics at the 
University of North Carolina, was on leave of absence for the fall 
quarter, 1939, making a special study of Porto Rico for the Depart- 
ment of Interior. 























NOTES 


ANNUAL MEETING OF THE SOUTHERN ECONOMIC 
ASSOCIATION 


The twelfth annual meeting of the Southern Economic Associa- 
tion was held in Charleston, South Carolina, on November 3-4, 
1939. The attendance broke previous records, the several papers 
were stimulating and fruitful, and the hospitality of Charleston 
was thoroughly enjoyed. 

Several items of business should prove of interest. Constitu- 
tional revision was proposed by President Tucker, who appointed 
a committee consisting of R. P. Brooks of the University of Geor- 
gia, T. C. Bigham of the University of Florida, and D. C. Hyde 
of the University of Virginia to consider and submit constitutional 
changes at the next annual meeting. This committee will wel- 
come suggestions from members of the association. The associa- 
tion recommended that the editorial board of the Southern Eco- 
nomic Journal be increased from two members to six, three to be 
elected by the association and three to be appointed by the Univer- 
sity of North Carolina. The incoming executive committee 
approved the recommendation of the association subject to its 
acceptance by the University of North Carolina. Accordingly, 
H. L. McCracken of Louisiana State University was re-elected 
editor of the journal, and T. C. Bigham of the University of Florida 
and E. Z. Palmer of the University of Kentucky were elected asso- 
ciate editors, limitations in the present constitution necessitating 
this differentiation in title. It was the general feeling of the mem- 
bers of the association that the larger board would permit a greater 
degree of functional specialization and widen the interest in the 
journal. The University of North Carolina on its part approved the 
change, and a representative from each of the three units of that in- 
stitution has been appointed by President F. P. Graham, thereby 
completing the panel of editors. These editors are: E. M. Bern- 
stein, University of North Carolina, A. S. Keister, The Woman's 
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College, University of North Carolina, and M. C. Leager, North 
Carolina State College, University of North Carolina. 
Considerable interest was shown in the reports made at the 
business meeting. L. W. Lohr, vice-president in charge of mem- 
bership for 1939, reported an increase of over 25 per cent in member- 
ship during the year. The treasurer's report showed a balance of 
$429.28, and the report of the managing editor of the journal 
showed a balance of $872.35. These two financial reports in 
detail follow. 
Receipts and expenditures of the Southern Economic Associ- 
ation for the period October 15, 1938 to October 31, 1939: 











October 15, 1938, Cash on hand............... $302.69 
Recetpts 
Ampmal mcmbetebias..............00000005 $633.00 
Institutional memberships................. 30.00 $663.00 
$965.69 
Expenditures 
SP ee eee ry $20.27 
NR 0059. nvankcqnane vonmena enn 23.40 
EN: ; «+94h 00 shan danane dees eee 16.14 
PEE hissi04 Xin th en dae bbe Okami el 45 .60 
Southern Economic Journal................ 431.00 $536.41 
October 31, 1939, Cash on hand.............. $429.28 
$965 .69 


Statement of income and expenses of the Southern Economic 
Journal for October 15, 1938 to October 31, 1939: 
Cash Balance, October 15, 1938... $717.18 
Income 
From Subscriptions, Advertis- 
ing, and Miscellaneous 


Sales: 

Regular Subscriptions....... $548.50 
TPCT eT 410.00 
Miscellaneous Sales......... 93-75 $1,052.25 
From University of North 

Carolina: 


SE IG cee en abel 1,000.00 
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From Southern Economic As- 
sociation: 
Annual Membership Fees ... 422.00 
Institutional © Membership 





DE cenvcpkheas Seer aee 9.00 431.00 

Total Income............. $2,483 .25 

Total Cash and Income.......... $3,200. 43 

Expenses 

Printing the Journal.......... $1,820.17 
General Expense.............. 316.67 
bina dads os a hese wee 117.55 
eg ee 50.50 
RS ncn trow ae yan res O55 23.19 

Total Hxpenses............. $2,328.08 

Balance, October 31, 1939....... $872.35 

$3,200.43 


Officers elected by the association for the year 1940 are: Presi- 
dent, John B. Woosley of the University of North Carolina; Vice- 
President in charge of Program, Malcolm H. Bryan of the Federal 
Reserve Bank of Atlanta; Vice-President in charge of Membership, 
Ralph C. Hon of Southwestern; Vice-President in charge of Re- 
search, S. M. Derrick of the University of South Carolina; Secre- 
tary-Treasurer, D. Clark Hyde of the University of Virginia. 

In accordance with the plan of rotating the place of meeting 
within the region, the executive committee accepted the invitation 
to hold the thirteenth session of the association next November in 
Nashville, Tennessee. 
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Department of Revenue, Commonwealth of Kentucky, Frankfort, 
1939. Pp. 69. 

American Tel & Tel: the Story of a Great Monopoly. By Horace Coon. 
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Business Law. By Dwight A. Pomeroy. Second Edition. Cincinnati: 
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Golden Avalanche. By Frank D. Graham and Charles R. Whittlesey. 
Princeton: Princeton University Press, 1939. Pp. xv, 233. $2.50. 
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